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Depreciation in the Public Accounts 


A Stupy 1n How Not To Do It 
By A. A. FItzGERALD 


There are many controversial problems associated with accounting 
for depreciation whether in public or private business, but there are two 
propositions which, one feels safe in saying, are practically universally 
accepted by accountants. These are: 

i. Depreciation is an inescapable, regularly recurring phenomenon. 

It can be satisfactorily accounted for only by regular charges to 
operating cost. Expenditure on maintenance and upkeep of so- 
called fixed assets may reduce the extent of the depreciation which 
takes place, but it can never entirely eliminate depreciation. Hence 
the charging of maintenance expenditure to operating cost is not 
an alternative to the charging of depreciation. 

Providing for depreciation is a problem distinct from, and not 
directly associated with, the problem of financing renewals of assets 
or of repaying the original capital invested in the assets. Depre- 
ciation must be provided for whether the asset is replaced or not, 
whether the original capital is repaid or not. Moreover, the rate 
at which an asset wears out has nothing to do with the rate at which 
the capital invested in the asset may be repaid. The two rates may 
approximately coincide, either by accident or design, but there is 
no causal connection between them. 

These principles have been “sold” by the accountancy profession to 
the commercial community. Only rarely nowadays does one hear a 
business man say that he is “not making enough profit to provide for 
depreciation.” It is true that sometimes the amount of the provision for 
depreciation is treated as though it were a buffer by means of which 
disclosed profits may be equalised from year to year, but few people 
honestly think that depreciation ought to be handled in that way. 
Generally speaking, the situation so far as the treatment of depreciation 
in private accounts is concerned is fairly satisfactory. But it is a 
different story when the public accounts are examined. 

In a short review of the Victorian Auditor-General’s report for 1939- 
40, in the November issue of The Australian Accountant, attention was 
drawn to his comments on the lamentable failure to deal satisfactorily 
with the problem of depreciation in the accounts of several Victorian 
Departments. 

The report of Mr. John Spence, New South Wales Auditor-General, 
on the accounts of the Business and Trading Undertakings, Adminis- 
trative and Miscellaneous Accounts of New South Wales for 1939-40, 
has just come to hand. 

Here are some of his comments on the way in which depreciation is 
being handled (or, rather, mishandled) in that State: 


Sydney Harbour Trust Services 
Section 77 of the Sydney Harbour Trust Act, 1900-1935, provides for the 
establishment of a Renewals Fund for the renewal of plant, equipment and other 
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wasting assets. The statutory obligation to establish the fund was subsequently 
postponed by Act No. 2 of 1930, until a date to be appointed by the Governor and 
notified by proclamation. No date has yet been proclaimed. 

No specific provision is made for renewals and depreciation by an annual charge 
to working expenses. Provision under this heading is limited to the amount spent 
on renewals and charged to current year’s revenues. 

The Engineer-in-Chief has certified that the wharves, jetties, buildings, plant, 
machinery, etc., in commission and under the control of the Maritime Services 
Hoard of New South Wales have been maintained in good working order and 
repair during the year ended June 30, 1940, in so far as the funds at the disposal 
of the Board have permitted. 


Metropolitan Transport Trust 


Tramways have provided £1,458,906 as depreciation of assets, of which £297,296 
has been paid to the Treasury as Sinking Fund contributions, £407,521 written 
off asset values, and £754,089 credited to a reserve. 


Evidently it can be done! 


Department of Railways 


No specific provision for depreciation is made, but maintenance is met from 
revenue and before arriving at the trading result shown above, £800,000 was 
transferred in the accounts to Sinking Fund provision. The sinking fund provision 
was then reduced by £316,333 written off abandoned assets. 

The abandoned assets not yet written off are shown in the Commissioner’s 
books, and still included in the assets, at £2,037,713. 


State Coal Mine, Lithgow 


If the Sinking Fund payment of £1,593/15/11 shown in the Appropriation Account 
be considered as partial provision for depreciation and taken in as part of the 
cost of operation, the operating profit shown is reduced to £9,325/5/-, equal to 
1-61 per cent. on the loan capital invested of £580,686/19/9, or 3-01 per cent. on the 
amount of -£310,000 on which the Board is required to pay interest. 

The position previously reported in regard to the impracticability of verifying 
the fixed assets in detail and the calculation of depreciation is unchanged, but the 
proposals of the committee appointed to consider the matter have been approved by 
the Treasurer. 


Port Kembla Haulage and Shipment 


The accumulated profits of previous years, totalling £50,637/14/- at June 30, 
1939, were increased by the net profit of £801/19/6 for the nine months ended 
March 31, 1940, to £51,439/13/6. The transfer of £25,733/1/4 to a Renewals 
Reserve in respect of depreciation for the period July 1, 1928, to June 30, 1939, 
reduced the Accumulated Profit to £25,706/12/2 at March 31, 1940. 

Pending determination of the capital indebtedness and the passage of the draft 
Administration Bill, the position shown by the accounts cannot be taken as full 
and accurate. 


Observatory Hill Resumed Area 

No charges are raised for fire insurance, depreciation, interest on capital, 
exchange and sinking fund contributions. 

What a mess! And what is the accountancy profession going to do 
about it? Auditor-Generals must be well-nigh tired of their repeated 
and almost fruitless attempts to focus attention on this important and 
neglected feature of Australian public accounts. It always was an 
important matter. Its importance is becoming urgent now that discus- 
sions are opening up about the comparative levels of State taxes. 
Depreciation and its treatment in the accounts is a vitally important 
factor in determining not what tax levels are, but what they ought to be. 
To discuss relative tax rates without considering relative undischarged 
obligations to care for State assets is like taking a shot in the dark. 

And it is not a satisfactory reply to say that contributions are being 
made to a National Debt Sinking Fund, for no one apparently knows 
whether those contributions are equivalent to a proper charge for depre- 
ciation or not. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 





REALISATION SALE OF WHISKY 


The respondent was a whisky broker, buying and storing in bond 
whisky for eventual resale. Except for the extensive stocks of whisky 
(which stood in the respondent’s books at £27,419) the assets of the 
business were trifling (valued at £42). In 1936 and 1937 the respondent 
was in poor health and contemplated retiring from business. On July 
15, 1937, he closed his banking account and gave his accountant a 
mandate to wind up his business. On the next day creditors and 
customers were notified through the press and by circular of the 
respondent’s retirement. On July 27, 1937, one of the respondent’s 
customers bought his whisky and casks, trade name, office furniture 
and fittings for £130,000, on the evidence only of the stock sheets for 
the whisky owned by the respondent. The £130,000 was treated as a 
trading receipt for the purpose of an assessment under Schedule D of 
the English Act. 

On appeal against the assessment, the Special Commissioners found 
that the business ceased on July 15, 1937; that the purchaser had no 
desire to acquire the business but only the stock of whisky, and that the 
sale was a transaction entered into after trading had ceased and was a 
realisation not in the course of trade. The Scottish Court of Sessions 
held that the question whether the transaction was in the course of 
trade was one of fact and that there was evidence upon which the 
Commissioners were entitled to reach their findings. /.R. Comrs. v. 
Nelson (1939) 22 Tax Cas. 716. 

The above decision will convince readers of the vital necessity of 
S. 36 of the Commonwealth Act and the corresponding provisions of 
the State Acts in safeguarding the revenue. Under these sections, 
where the whole or any part of the assets of a business carried on by a 
taxpayer is disposed of by sale or otherwise howsoever, whether for the 
purpose of putting an end to the business or any part thereof or not, 
and the assets disposed of include any property being trading stock, 
standing or growing crops or crop-stools, the value of that property 
shall be included in his assessable income. Under the Australian Acts, 
therefore, the taxpayer would have been assessable on the profit of the 
sale of the whisky. 





REBATE IN RESPECT OF SUPER-TAX PAYABLE BY 
Non-PRIVATE COMPANIES 


A non-private company is liable to pay the following Commonwealth 
income taxes in respect of income year ended June 30, 1940, or 
substituted accounting period :— 

(a) A tax of 2/- in £ on the whole of its taxable income; 

(b) A further tax of 2/- in £ on that portion of its taxable income 
which has not been distributed as dividends, less certain specified 
deductions ; 

(c) (i) War-time (company) tax; or 
(ii) A super-tax of 1/- in £ on all taxable income in excess of 


’ 


whichever is the greater. 
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New S. 46 (2A) provides that, where a company is liable to pay 
the super-tax of 1/- in £ on the excess of its taxable income over 
£5000, and that taxable income includes a dividend or part of a 
dividend paid out of income on which super-tax has been paid or is 
payable by the company which paid the dividend, the recipient company 
shall be entitled to a rebate of an amount ascertained by applying the 
rate of super-tax payable by companies for the year of tax (at present 
1/- in £) to an amount which bears the same proportion to the excess 
of the taxable income over £5000 as the dividend or part bears to the 
total taxable income. 


Example. Where taxable income “includes a dividend” :— 


Taxable Income of Non-Private Company 





Income other than dividends .. .. £14000 
Allowable deductions .. .. .. .. 190 
£13810 
Dividend from company paid out of 
income on the whole of which 
super-tax has been paid .. .. .. 20000 
Allowable deductions .. .. .. .. .. Nil 
20000 








Taxable income for income year 
ended June 30, 1940 .. .. .. £33810 


The company, which is not liable to War-time (company) tax, 
distributes £20000 out of its taxable income before the expiration of 
six months after the close of the income year. During the income 
year, it paid Commonwealth income tax amounting to £3000. 








The Commonwealth taxes payable are :— 
(a) Commonwealth ordinary income tax: 

















Ug BN See ee £3381 
Dividend rebate— 
Gaueee Ot 2/- im € .. .. 2s oe 2 2000 
Net ordinary Commonwealth income 
fe ee ee ee £1381 
(b) Further tax on undistributed income: 
CE os oe ae on od 44 £33810 
Deduct : 
Commonwealth income tax paid 3000 
OE eae oe, 
23000 
£10810 
Further tax on £10810 at 2/- in £= £1081 


(c) Super-tax on taxable income in 
excess of £5000: 
a £33810 
a ne ae 5000 





Subject to super-tax . 
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Super-tax on £28810 at 1/- in £ £1440 10 0 
Rebate under S. 46 (2A)— 

1/- in £ on amount which bears 

the same proportion to excess 

of taxable income over £5000 

(£28810) as the dividend 

(£20000) bears to the total tax- 

able income (£33810) 


of £28810 = £17042 
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33810 
Rebate—£17042 at 1/- in é.. .. 852 2 0 
Net super-tax payable .. .. .. £588 8 O 


If the taxable income of the recipient company includes a “part of 
a dividend paid out of income on which super-tax has been paid or is 
payable by the company which paid the dividend,” the recipient 
company is entitled to the rebate under S. 46 (2A) calculated with 
reference to that part of the dividend. The phrase “part of a dividend” 
in S. 46 (2A) means the part of a dividend remaining in the taxable 
income of the recipient company after any referable deductions have 
been made therefrom. 

Example. Where taxable income includes a “part of a dividend”: 

Let us adopt the preceding example to the case where there were 
allowable deductions amounting to £2340 referable to the dividend of 
£20000 received by the non-private company. The part of the dividend 
included in the taxable income of the recipient company would then 
be £17660, and the taxable income would be £31470. 

The rebate under S. 46 (2A) would then be calculated as follows: 








17660 - 
31470 of £26470 = £14854 
Rebate—£14854 at 1/- in £= £742 14 _0 


Super-tax on £26470 (taxable in- 
come £31470 less ree at Fea 








inZ£. ‘ £1323 10 O 
Rebate under S. 46 (2: A). sai ae 742 14 O 
Net super-tax payable .. .. .. .. £580 16 0 








Section 46 (2A) contains no provision for apportionment where 
the taxable income of the paying company is subject in part to the 
super-tax. In the first place, regard must be had to the terms of 
resolutions under which dividends are paid and to any specific appro- 
priations of funds for the purpose of paying dividends. Where, 
however, a dividend is paid indifferently out of a mixed fund 
consisting partly of profit which has been subject to super-tax, it is 
understood that the dividend will be treated by the Department as 
having been paid out of profit subject to super-tax so far as that 
profit will extend. This practice will contribute to simplicity by avoiding 
apportionment. 

As previously stated, a non-private company is, in effect, required 
to pay either: 

i. War-time (company) tax, or 
ii. The super-tax of 1/- in £ on taxable income in excess of £5000, 
whichever is the greater. 
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Section 18 of the War-time (Company) Tax Assessment Act 
provides that, from the War-time (company) tax otherwise payable 
by a company in respect of the taxable profit of any accounting period, 
there shall be deducted: 

a. The amount of such War-time (company) tax itself; or 
b. The amount of the super-tax, after deducting therefrom any 
rebate under S. 46 (2A) of the Income Tax Assessment Act. 

Let us assume that, in the first example, the company had been liable 
to War-time (company) tax amounting to £1215. 

It would be liable to four separate Commonwealth taxes :— 

a. Commonwealth ordinary in- 
come tax on taxable income 


of £31470, as in first example £1381 0 O 
b. Additional tax on _ undis- 
tributed income, as in example 1081 0 O 
c. Super-tax on taxable income 
in excess of £5000... .. .. .. £1440 10 O 
Less: Rebate under S. 46 
(2A) .. cua aia 852 2 0 
588 8 0 





d. War-time (company) tax 
en OD os ax co. cs oe Sees 8 
Less: Deduction under S. 18 
(b) of War-time (Company) 
Tax Assessment Act, 1940 .. 588 8 O 
626 12 0 





Total of four taxes .. .. .. £3677 O O 





Gotp Mininc Prorits AND DIVIDENDS 
New South Wales Act 


Section 16 (p) of the New South, Wales Income Tax (Management) 
Act, 1936, provided for the exemption of income derived by a person 
(including a company), prior to July 1, 1939, from the working of a 
mining property in Australia, or in the territories of Papua and New 
Guinea, principally for the purpose of obtaining gold, or gold and copper, 
if in the latter case the value of the output of the gold was not less than 
40 per cent. of the total value of the output of the mine. 

By the Amending Act of 1940 the above-mentioned period of exemp- 
tion has been extended for three years, so that gold mining profits will 
be exempt for purposes of New South Wales State Income Tax and 
— Relief and Social Services Tax if derived prior to July 
1, 1942. 

In accordance with the above extension, S. 53 (f) has been amended 
so as to provide that the assessable income of a shareholder shall not 
include dividends paid out of exempt income derived by a company 
from the working of a gold mining property in Australia or New 
Guinea (but not Papua) where such dividends are paid before July 1, 
1942. In order to enjoy the above exemption the dividend must be 
paid wholly and exclusively out of the exempt gold mining income or 
out of that income in combination with one or more of the other profits 
or incomes set out in S. 53. 

The above-mentioned dividends are also exempt for purposes of New 
South Wales Unemployment Relief and Social Services Tax. 
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Lanp BouGuHT AND FEvED IN Lots To A LIMITED COMPANY 


The feu is the prevailing tenure of land in Scotland, where the 
vassal, in place of military service, makes a return in grain or in money. 
It is in the nature of a perpetual lease. Feuduty is the annual sum 
payable in respect of the land feued. 

In John Emery & Sons v. I.R. Comrs. (1936) 20 Tax Cas. 213, 
when the builders sold a house they received payment partly in cash 
and partly in the form of a ground annual or perpetual annuity issuing 
out of the land. The ground annuals were realisable securities and 
there were dealings in them in the market. Held, that the cash market 
value of the ground annuals, though unrealised, was to be regarded as 
part of the taxpayer’s trading profits. 

In the above case, the profits were assessable because the taxpayers 
were carrying on a trade. 

In J.R. Comrs. v. Dean Property Company (1939) 22 Tax Cas. 706, 
the respondents, a partnership of two members, bought land in Scotland 
with the purpose, as declared in their partnership agreement, “Of 
holding the said ground as an investment and to derive an income there- 
from by the creation of feuduties or otherwise.” Part of the land so 
bought was feued in lots to a limited company (in which the respondents 
were majority shareholders and sole directors) which developed the 
land by building houses on it for sale. In addition one plot of land 
was sold to the Edinburgh Corporation for a lump sum and a nominal 
feuduty. ; 

On appeal against assessments to income tax under Case 1 of Schedule 
D, the Special Commissioners decided that the partnership held the 
land as an investment, and was not carrying on a trade. Held, by the 
Scottish Court of Session, that the question was one of fact and that 
there was evidence on which the Commissioners were entitled to arrive 
at their decision{ 





Loss oN ASSIGNMENT OR SURRENDER OF A LEASE 
New South Wales Amendment 


Section 94 (1) of the New South Wales Income Tax (Management) 
Act, 1936, provides that the assessable income of a taxpayer shall 
include, inter alia, “(b) the net premium for or in connection with the 
assignment or surrender of a lease.” 

Section 94 (2) of the above Act provides that where a lease (other 
than a lease of premises in respect of which a publican’s license or an 
Australian wine license is for the time being in force) assigned or 
surrendered was acquired by the taxpayer before the sixth year prior 
to the year of income in which the lease is assigned or surrendered, 
the amount of net premium (or if in respect of the transaction there are 
more net premiums than one—the sum of the net premiums) to be 
included as assessable income shall not be greater than the total of the 
amounts of deductions allowed to the taxpayer under the present and 
the previous Acts in respect of the lease. 

Section 95 (1) of the same Act provides for the deduction of the 
sums specified therein in ascertaining the net premium; thus prior to 
the under-mentioned amendment deductions were allowable only to the 
extent of the premiums received, and any excess of deductions was not 
an allowable deduction under the New South Wales Act. 

By the Amending Act of 1940, the following new section has been 
inserted in the New South Wales Act :— 

















































56 THE AUSTRALIAN ACCOUNTANT MARCH 





“94A. Where a loss is incurred by a taxpayer upon the assignment or surrender 
of a lease the following provisions shall apply :— 

“(a) Any loss incurred in the year of income or in any of the three years next 
preceding that year shall (to the extent to which it has not previously 
been allowed as a deduction) be allowable as a deduction from the 
amount, if any, which would otherwise be included in his assessable income 
under paragraph (b) of subsection one of section ninety four of this Act; 

“(b) the amount of the loss shall be calculated by deductirg the consideration 
for such assignment or surrender from the sum of the amounts referred 
to in paragraphs (a) and (b) of subsection one of section ninety-five of 
this Act; 

“(c) a loss shall not be allowable as a deduction under this section where the 
lease (other than a lease of premises in respect of which a publican’s 
license or an Australian wine license is for the time being in force) 
assigned or surrendered was acquired by the taxpayer before the sixth 
year prior to the year of income in which the lease is assigned or 
surrendered ; 

“(d) where two or more losses are allowable as a deduction they shall be 
taken into account in the order in which they were incurred.” 


New Section 94A thus permits the deduction of a loss upon the 
assignment or surrender of a lease against any similar profit, as in the 
case of other casual profits. 

The following examples illustrate the new provisions :— 

Example (1). 

(a) A acquired a lease of a block of flats on July 1, 1935, for 
£7,000, the lease having 20 years to run. He thus received an 
annual sinking fund deduction of £350. He assigned the lease 
to B on June 30, 1942, for a premium of £7,500. As the lease 
was acquired and assigned by A within seven income years 
the assessable net premium is £2,950, viz :— 


Premium received from B .. .. .. £7,500 
Amount paid for the lease .. .. .. £7,000 
Less sinking fund deduction allowed— 

7 years at £350 per annum .. .. .. 3450 4,550 





Net premium assessable under 
% 4 eee £2,950 


If A had acquired the lease one day earlier, viz., on June 30, 
1935, only £2,450, the total of the sinking fund deductions 
allowed, would have been assessable, S. 94 (2). 

(b) A acquired a lease on June 30, 1940,. for £4,000, the lease 
having 10 years to run, and assigned it to C on June 30, 1942, 
for £2,000. The loss will be calculated in the following 
manner :— 








Amount paid by A .. .. .. .. £4,000 
Less sinking fund deduction—2 years 
at £400 per annum .. os ke 
—— £3,200 
Premium received from C .. .. .. 2,000 
Loss deductible under S. 94A (b) .. £1,200 








The loss on lease (by of £1,200 is deductible from the net 
premium on lease (a) of £2,950. 
Example (2). 
Assume the same set of facts as in example (1) except that lease 
(a) was acquired one day earlier, viz., on June 30, 1935. In that 
event, only £2,450, the total of the sinking fund deductions allowed, 
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would be assessable, S. 94 (2). The loss on lease (b), £1,200, would 
be deductible from the net premium on lease (a), £2,450. 

Example (3). 

Assume the same set of facts as in example (1) except that the 
net premium on lease (a) was £950. The loss of £1,200 on lease (b) 
will eliminate the net premium of £950 from the taxpayer’s assessable 
income of year ended June 30, 1942, but the balance of the loss, 
£250, is not an allowable deduction from any other assessable income 
derived by the taxpayer in that year. 

Example (4). 

The same taxpayer, A, derived net premiums of £100 in 1943, 
£50 in 1944, and £75 in 1945. 

The unrecouped loss of £250 referred to in Example (3) may be 
carried forward for three years, i.e., to income year ended June 30, 
1945. Thus the net premiums of £100 in 1943, £50 in 1944, and £75 
in 1945 are eliminated from the assessable incomes of those years. 
No deduction from any assessable income can be allowed in respect 
of the balance of £25 still unrecouped on June 30, 1945. 

Example (5). 

(a) X derived a net premium of £4,000 on the surrender of a 
lease. 

(b) In the same income year he sustained a loss of £500 in respect 
of the assignment of a lease of factory premises which he had held 
for eight income years. Section 94A (c) denies a deduction of the 
loss of £500 because the lease was acquired by X before the sixth 
year prior to the year of income in which the lease was assigned by 
him. If the lease had been one of premises in respect of which a 
publican’s license or an Australian wine license was in force at the 
time of assignment, the loss of £500 would have been deductible from 
the net premium of £4,000. 


Example (6). 


Year ended June 30, 1940 Loss .. .. .. .. .. £1,000 
Year ended June 30, 1941 Loss .. .. .. .. .. 500 
Year ended June 30, 1943 Premium .. .. .. .. 1,200 
Year ended June 30, 1944 Premium .. .. .. .. 600 


Section 94A (d) provides that where two | or more losses are 
allowable as a deduction they shall be taken into account in the order 
in which they were incurred. 


Year ended June 30, 1943. 











Assessable premium .. . i weaw Sai 
Deduct loss of year ended June 30, MO sn, eisai 1,000 

£200 
Deduct portion of loss of year ended June 30, 1941 .. 200 
Amount to be included in assessable income .. .. .. Nil 

Year ended June 30, 1944. 

Assessable premium .. . +s £600 
Deduct balance of loss of year ‘ended June 30, ‘1941 .. 300 


Amount to be included in assessable income . 
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REBATE ON INCOME TAXED IN UNITED KINGDOM 


Section 159 of the Commonwealth Income Tax Assessment Act is 
designed to grant relief to taxpayers whose income is subject to United 
Kingdom tax and also to Australian income taxes. It is necessary for 
the taxpayer to make application to the Department for the rebate 
provided by S. 157. It was held in The King v. F.C. of T.; ex parte 
Sir Kelso King (1930), 43 C.L.R. 569 that there was no time limit 
within which the application might be lodged. Claims could therefore 
be established in respect of income derived during year ended June 
30, 1921 (or substituted accounting period), that being the first income 
year to which the rebate applied, and in respect of all subsequent years. 

Section 159 was amended by the Income Tax Assessment Act (No. 2) 
of 1940 by the addition of a new subsection which reads :— 

“(6) Except where an application for the rebate has been lodged with 
the Commissioner prior to the date of the commencement of this sub- 
section, a rebate under this section, or under section eighteen of the 
previous Act, shall not be made unless the taxpayer makes application 
for the rebate within six years after the date upon which the tax, in 
respect of which the rebate is sought, became due and payable and, 
within that period, supplies to the Commissioner all the information 
necessary for the purpose of ascertaining the amount of the rebate”. 

New S. 159 (6) came into operation on November 28, 1940. 





Central Register of Accountants 


Operations in Western Australia 


At the request of the Prime Minister, a summary was compiled, to 
the end of 1940, of operations of the Central Register in each State. 
At that time figures for this State were as follows :-— 


Hours Worked 


Army Ordnance Offices .. .. .. .. .. .. .. 1,161 hours 
Army Pay Corps Offices .. .. . ee 780 _~—C, 
Commonwealth Audit (Army Branch) . - . 
Combined Charities Council .. .. sek ae —~ -. 
a rae ee aS ll 


A further number of women typistes not on this Register, but offered 
by the Insurance Institute and McPherson’s Pty. Ltd., assisted with 69 
sessions of three hours each. 


Members’ Services 

Of the 330 qualified accountants who volunteered for honorary 
service, 134 had then been called on, 58 being engaged regularly at least 
one night each week. Three firms of chartered accountants had also 
undertaken the voluntary audit of R.A.A.F. semi-official accounts, and 
the Combined Charities Council accounts. Auditors have since been 
supplied to the R.A.A.F. stations more recently opened, and to a 
Militia unit. 

The Secretary has recently been approached by the V.A.D. organisa- 
tion with a view to supplying voluntary auditors. As there are 20 
branches spread over metropolitan and country centres, further members 
may soon expect a call. 

Limited requests have also been received for remunerated services. 
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Approximately 75% of the members of this Institute have not yet 
returned their questionnaires. 

The greater the number of accountants available, the less arduous will 
be the allotments to each. For this reason, the Secretary requests all 
who can spare some time, whether it be one night each week, or several 
hours per quarter, to file with him a completed questionnaire. 

The Secretary is C. F. Smith, A.C.A., Room 514, Shell House, Perth. 





Administration of Estates in Bankruptcy—I 
By N. S. Younc 


Property AVAILABLE FOR PAYMENT OF CREDITORS’ CLAIMS 


Immediately a sequestration order is made the property of the 
bankrupt vests in the official receiver (S. 60 (1)), and if the creditors 
at the first meeting appoint a trustee to administer the estate in lieu 
of the official receiver in accordance with the permission given by S. 128 
(1) of the Act, the property of the bankrupt forthwith passes to and 
vests in the trustee appointed. (S. 103 (1)). 

At the outset, however, it is necessary to distinguish between the 
property of the bankrupt which vests in the official receiver or trustee 
as aforesaid and the property which becomes available for the payment 
of the creditors’ claims. Upon his appointment, we shall find that the 
trustee is able to recover additional property pursuant to certain 
doctrines, peculiar to bankruptcy, which are aimed at ensuring that the 
creditors generally shall share equitably in the distribution of the 
bankrupt’s estate; at the same time, we shall find that the trustee is 
prohibited from realising upon certain property actually owned by the 
bankrupt at the date of the sequestration order—such property being 
expressly exempted from the operation of the bankruptcy laws. 

It is perhaps unfortunate that the various provisions regulating this 
most important subject are scattered in a more or less unconnected 
way throughout the Act, and it will be seen that the trustee has to do 
much more than merely accept the assets disclosed by the bankrupt’s 
statement of affairs in determining what property is available for 
realisation and distribution amongst the creditors. 

The following summary sets out the principal sources from which a 
trustee in bankruptcy may expect to obtain realisations for the benefit 
of the creditors. 

(1) Property vested in the bankrupt at the commencement of the 

bankruptcy. 

This will include all property (see S. 4 of the Act for a 
definition of the expression “property”)) owned by the bankrupt 
when the sequestration order is made and in addition in certain 
circumstances will include property with which the bankrupt 
has parted between the date of the first act of bankruptcy 
committed by him within the six months preceding the petition. 

(2) Goods not owned by the bankrupt, but which at the commence- 

ment of the bankruptcy were in his possession order and 
disposition in such circumstances as to make him the reputed 
owner thereof. 

(3) The investigation of antecedent transactions. 

(a) Undue preferences. 

Transactions under which creditors have received benefits 
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within six months preceding the petition at the expense 
of the general body of creditors. 
(b) Settlements of property. 
Transactions under which the bankrupt has settled 
property on another person prior to his bankruptcy 
resulting in his creditors being prejudiced. 
(c) Voidable securities. 
Securities given by a bankrupt over his assets which can 
be challenged by the trustees for non-compliance with 
the provisions of the State law under which they were 
taken, e.g., unregistered bills of sale. 
(d) Incomplete executions and attachments. 
Transactions under which a creditor has levied execution, 
etc., on the debtor’s goods, but where the process has 
been interrupted by bankruptcy. 
(4) Personal earnings after bankruptcy. 
In certain circumstances these become available in part to the 
creditors. 
(5) Property acquired after bankruptcy. 
(6) Wives’ or husbands’ property intrusted to bankrupt. 
In certain circumstances the wife or husband of a bankrupt 
may be compelled to give up to the creditors property which 
they own but which has been intrusted by them to the bankrupt. 
(7) Miscellaneous. 


1. Property Vested in Bankrupt at the Commencement of Bankruptcy. 

The property of the bankrupt divisible amongst his creditors includes 
all property which belongs to or is vested in him at the commencement 
of bankruptcy. (S. 91 (i)). 

The date on which the bankruptcy commences is not the date of the 
sequestration order, nor the date on which the creditor presents his 
petition. An artificial commencing date, which in point of time will vary 
with each bankruptcy, is fixed by the provisions of S. 90 of the Act. 
Shortly stated, this section provides that the bankruptcy is deemed to 
have relation back to and to commence at the time of the first of the 
acts of bankruptcy proved to have been committed by the bankrupt 
within a period of six months next preceding the date of the presentation 
of the bankruptcy petition. 

The reason for this is that once a debtor has committed an act 
of bankruptcy he is in a sense a trustee of his own property for his 
creditors, and from that point any transaction which he enters into may 
be open to attack by the trustee. 

It follows then from the existence of this doctrine in the bankruptcy 
law that property may be made available for the satisfaction of the 
claims of creditors, notwithstanding that it may have passed out of the 
ownership of the bankrupt, prior to the bankruptcy petition having 
been filed. 

The persons likely to be affected by the operation of S. 90 would 
include :— 

(a) Creditors of, or persons dealing directly with the bankrupt ; 

(b) Persons making title through or under a creditor of, or a 
person who has dealt directly with the bankrupt. 

(c) Persons indebted to the bankrupt. 

In practice it can safely be assumed that very few debtors or creditors 
would have knowledge of the existence of this section in the Bankruptcy 
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Act, and were it not for the protection which is given to bona fide 
transactions by certain other sections to which reference will be made, 
the effect of the doctrine would be extremely severe. 

It is to be observed that S. 90, unlike Ss. 92 (executions), 94 
(settlements) and 95 (undue preferences), does not aim at particular 
transactions, but merely fixes the date from which the trustee’s title 
is superior to that of the debtor, and therefore, subject to the restrictions 
contained in Ss. 96, 96A, 96B and 97, the section has a wider application 
than Ss. 92, 94 and 95. 

If S. 90 were left without qualification it would follow that all 
property with which the bankrupt had parted after the date on which 
the first act of bankruptcy was committed would vest in the trustee, 
and the person receiving such property would get no title to it, and 
could not hold it against the trustee. So also where a person indebted 
to the bankrupt had settled with him during this period he could be 
made to pay the debt again to the trustee. 

The effect of the relation back of the trustee’s title during the period 
set forth in S. 90 is neutralised, however, where the transaction has been 
entered into— 

(a) Without notice of any available act of bankruptcy committed 
by the debtor. 

(b) Without notice of the presentation of a petition. 

(c) Where the transaction is in good faith, and in the ordinary 
course of business. (S. 96). 

Protection is also given to persons who discharge an obligation 
owing by them to the debtor provided they do so before the actual date 
on which the sequestration order is made, and without notice of the 
presentation of a petition, and provided that they can further show 
that the transaction was in the ordinary course of business and 
otherwise bona fide. (S. 96A). Persons who make title in good faith 
and for valuable consideration through or under a creditor of the 
bankrupt are also protected. (S. 96B). Bankers paying money or 
delivering securities or negotiable instruments to or by the order or 
direction of a debtor are protected provided they act in good faith and 
without negligence. (S. 97). 

The combined effect of the sections just referred to cuts away from 
the trustee the right to impeach transactions simply’ because his title 
relates back to the period when these transactions occurred. It is to 
be noted, however, that the exemptions are qualified, and that as a rule 
good faith and the absence of knowledge of. bankruptcy proceedings 
either pending or in process must be shown by the creditors or persons 
claiming protection. 

The expression “good faith and in the ordinary course of business” 
has been considered by the Australian Bankruptcy Court on numerous 
occasions, and it has been indicated that good faith is largely a question 
of fact and that all the circumstances surrounding the transaction 
must be examined before it can be determined whether the person did 
in fact act in good faith. A person does-not obtain exemption from 
the requirement of having to act in good faith by making no enquiries, 
and in the case of a person receiving payment of his debt if he has 
knowledge of circumstances from which ordinary men of business 
would conclude that his debtor was unable to meet his liabilities he 
would not be receiving payment in good faith. 

The test of ordinary course of business is not whether the act is 
usual or common in the business of the debtor or the creditor, but 
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whether it is a fair transaction and what a man might do without any 
bankruptcy in view. 

Superficially it would appear that bankers by S. 97 are given greater 
immunity from the effect of the doctrine of relation back than those 
persons who have to rely upon S. 96. It must be considered doubtful, 
however, whether this is so because a banker if he is to qualify for 
protection must establish “good faith,” and he must do so having 
regard to the purpose for which S. 90 was inserted in the bankruptcy 
law. It is submitted that it will always be difficult for a banker to 
show “good faith” if he continues to deal with a customer after 
learning that the customer has committed an act of bankruptcy. 
Knowledge that a debtor has committed an act of bankruptcy operates 
not only as a warning to persons dealing with him that his financial 
position is doubtful but by virtue of the provisions of S. 90 it imposes 
upon such persons a responsibility of protecting themselves in future 
dealings with the debtor and an obligation to recognise and safeguard 
the interests of the debtor’s creditors generally. 

Docker’s case reported at 10 A.B.C. 198 is the first decision of the 
Australian Bankruptcy Courts in which full judicial attention has been 
focused on the practical operation of S. 90. 

The importance of the judgment lies in the fact that once a creditor 
gets an undue preference any dealings which he has with the bankrupt 
between the date of the preference and the date of the presentation 
of the bankruptcy petition are likely to be set aside and the creditor 
required to refund to the trustee all moneys received from the debtor 
in respect of such transactions, notwithstanding that they are perfectly 
bona fide and in no way involve his being preferred at the expense of 
the general body of creditors. 

It is quite a common business practice for a merchant, who has a 
fairly substantial claim against a debtor, to press him for settlement 
and it may be that under this pressure the debtor makes a payment in 
reduction of the overdue account or gives security therefor. The 
creditor having got the account into better order proceeds to deal with 
the debtor in the ordinary course of trading, giving him further supplies 
for which he gets settlement in the ordinary course at the end of the 
month, or even cash against supplies. In view of Docker’s case, it does 
not appear safe for a merchant to do this, as he is presumed to know 
that the debtor has committed an act of bankruptcy by making an 
undue preference in his favour and that, therefore, the debtor is no 
longer in a position to deal with his assets. Any payments which the 
debtor makes to him, after the act of bankruptcy, can be claimed by the 
trustee on the grounds that the money used, by virtue of the application 
of S. 90, was the trustee’s money and not the debtor’s. The merchant 
may then be required to prove as a creditor for the value of the goods 
supplied between the date of the act of bankruptcy and the date of the 
petition and have to repay to the trustee all moneys received from the 
debtor for the purchase of such goods. 


2. Goods Within the Reputed Ownership of the Bankrupt. 
This is one of the most remarkable doctrines in the bankruptcy law, 
as it permits the trustee in bankruptcy to take another person’s 
property to pay the debts of the hankrupt. 
The reason for the inclusion of this doctrine is easy enough to find, 
but its application in practice is usually fraught with some difficulty. 
It is only reasonable that if goods are in a man’s possession, order 
or disposition, under such circumstances as to enable him by means of 
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them to obtain false credit, then the owner of the goods who has 
permitted him to obtain that false credit should be required to suffer 
the penalty of losing his goods for the benefit of those who, as a result 
of them being in the possession, order or disposition of the debtor, have 
given him credit. 

To establish a claim successfully under S. 91 (iii), the trustee must 
prove :— 

(a) That at the commencement of the bankruptcy the goods were 
in the possession, order or disposition of the bankrupt. 

(b) That they were held by him in such circumstances as to lead 
to the belief that he was the reputed owner of them. 

(c) That the true owner of the goods had consented to and 
permitted both the possession and the holding out of ownership 
on the part of the debtor. 

It was held in re Bowes 6 A.B.C. 5 that although certain debts 
owing to and securities held by a money lender in support thereof were 
subject to a trust in favour of certain creditors, the debts and securities 
were within the reputed ownership provisions of S. 91 (iii) and 
therefore passed to the trustee in bankruptcy for the benefit of the 
creditors of the estate, notwithstanding the provisions of S. 91 (a) 
of the Act. 

There is one exception which considerably limits the operation of 
this reputed ownership doctrine, namely the existence of a trade 
custom, pursuant to which it is the common practice of merchants 
to allow customers possession of goods for display or for their use, 
but where the ownership remains with the suppliers. 

Thus where it is the practice of wholesale radio dealers to leave 
wireless sets on consignment with customers, the trustee in bankruptcy 
could not claim these wireless sets in the hands of a bankrupt retailer. 

In recent years these customs have extended considerably until it is 
now well recognised that most wholesalers follow a practice of leaving 
stocks with retailers, but not in such circumstances as to make the 
retailers the reputed owners thereof, because the public generally are 
well aware of the practice and would know if they entered the retailer’s 
shop that probably a big percentage of his display was not his own 
property. This being so, no deception is practised by the debtor, and 
no false credit is obtained by him by the appearance of wealth which 
he does not actually own. 

Another important development in recent years having a distinct 
bearing on this doctrine of reputed ownership is the system of hire 
purchase selling. On this point the following extract from Williams 
on Bankruptcy, 15th Edition, p. 299, is interesting :— 

“In considering the decided cases on reputation of ownership, the wide spread 
in recent years of the practice of obtaining on hire purchase almost all goods 
must be borne in mind. Reputation is a matter necessarily dependent on the habits 
of society, and as the latter change so must the former. It is not unlikely that 
the hire purchase system, if it has not already done so, will shortly be held to 
have almost wholly destroyed the efficacy of the reputed ownership clause.” 

Under the Federal Act it has been held that the reputed ownership 
provisions of S. 91 (iii) are subordinate to the provisions of S. 91 (e), 
so that where goods are held by a debtor under a valid hire agreement, 
or where a debtor holds goods which are subject to a registered bill 
of sale, stock mortgage or wool lien, or is in possession of book debts 
in respect of which an assignment has been registered, the doctrine of 
reputed ownership cannot apply to such goods. (Jn re Murray and 
Bochm 4 A.B.C. 117). 
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Two other matters also should be noted, namely, that if the goods 
come into the possession of the bankrupt after the commencement of 
the bankruptcy, notwithstanding that the true owner consents to 
possession, and to the holding out of ownership, S. 91 (iii) does not 
apply as it is essential that the goods sought to be claimed must be in 
the possession of the bankrupt at the commencement of the bankruptcy. 

Then again the true owner of the goods may withdraw his consent 
and permission, and provided he does so before the commencement 
of the bankruptcy it does not matter that the goods for some reason 
remain in the physical possession of the debtor. (Jn re Chidzey 7 
A.B.C. 244). 

From what has been said it should be evident that the mere physical 
possession by a debtor of another person’s property at the com- 
mencement of the bankruptcy does not of itself deprive the true owner 
of his property. It is essential to prove that a deception has been 
practised under which the public would be reasonably entitled to infer 
from the possession and circumstances that the debtor was the actual 
owner of the property. Further, the true owner must be shown to 
have consented to the possession and to the holding out of ownership. 

The doctrine of reputed ownership may stil! be of considerable value 
to a trustee in getting in assets for the benefit of the creditors, but it 
is to be observed that in recent years there has been a most marked 
tendency to limit the operation of the doctrine. 





Book Reviews 








ADVANCED ACCOUNTANCY 


A new edition—the ninth—of Albert E. Barton’s well known 
textbook, “Australasian Advanced Accountancy,” has been published 
by the Law Book Co. of Australasia Pty Ltd. 

Described as an exposition from an Australasian standpoint of the 
theory and practice of accountancy, together with the law affecting 
accounts, the book has been revised to accord with legislation introduced 
since the eighth edition was printed in 1934. 

A new chapter dealing with standard costing has been added and a 
considerable amount of additional matter relating to companies included. 
Although the book has been prepared mainly for the advanced 
accountancy student, it constitutes a valuable addition to any business 
man’s library. 

EsTATE AND STAMP DUuTIES 

Another new Law Book Company publication is “The Law Relating 
to Stamp, Death and Estate Duties,” by Robert C. Smith and J. G. 
Starke, Barristers-at-Law. Based on the late S. A. Thompson’s book 
on the subject, this new work must be of utility, not only to the legal 
practitioner, but to the many other professional and business men 
who have dealings with the Commissioner. 

In the preface it is pointed out that a number of amendments of 
varying importance have been made to the law relating to Stamp, 
Death and Estate Duties during the past few years and that decisions 
of the High Court of Australia and of the Supreme Court of New 
South Wales have shed much light on these branches of taxation law. 

The various enactments, both Federal and State (N.S.W.), annotated 
where necessary, have been supplemented by regulations and tables of 
cases, statutes, and abbreviations with two indexes—State and Federal. 
W. Bruce RAINSForRD. 
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Insurance Companies’ Accounts — Il 
PRESENTATION OF PUBLISHED ACCOUNTS 
By Pror. S. J. LENGYEL 


The form of presentation and phraseology of financial statements 
are not essential parts of accountancy. A financial statement may be 
materially correct, though its form and terminology are unsatisfactory, 
and again an account may be materially wrong, though nothing can be 
said against the form and wording of its presentation. And yet, from 
the public point of view those questions are not at all important. 

The logical corollary to the principle of publicity of the accounts 
of certain enterprises of public interest is that such accounts should 
be presented in such form and terminology as not to confuse general 
understanding of the fundamental facts pertaining to the business. 
That aim is best achieved by good standard forms of financial statements 
for enterprises in the same industry. Certainly, neither uniformity of 
presentation nor other possible measures can completely eliminate bad 
accountancy practices. But they can lessen their danger and help to 
avoid fallacious deductions. Insurance business is obviously one of 
those industries the operation and financial conditions of which are 
of wide public interest. The large number of persons whose interests 
are affected, the highly technical nature of their transactions, the 
enormous amounts of money involved, are merely some of the reasons 
for the necessity of safeguarding the genuine purpose of publicity in 
insurance. And indeed, in almost all countries of the world, insurance 
companies have to publish their financial statements in standard forms. 
The forms vary from country to country, but uniformity within each 
country is attained. 

It is not an easy task to design good standard forms for insurance 
companies. Some general principles apply naturally to them. The 
forms insisted on should not go further than is justified by legitimate 
‘public interest. On the other hand they should not omit or hide 
anything necessary to make the statements complete. Their terminology 
should be clear and defy equivocation, most of the readers being 
unfamiliar with the intricacies of insurance accounting. However, in 
practice it may be difficult to devise an instrumentality both to meet 
public requirements and to protect the business interests of the 
companies. The specific problems of insurance statements are briefly 
indicated by the differences in the standard forms of different countries. 
In some countries the statements are based on gross figures, in others 
on net figures (gross figures less reinsurances), and in some they are a 
mixture of both. In some, the whole of the business is accounted in 
total, in others it is divided into sections and branches. In some, home 
and foreign, direct and indirect transactions are segregated, in others 
they are combined. In some countries again, regulations apply to life 
assurance only, in others to all classes of insurance. In some countries 
the prescribed forms are part of the legislation and therefore rigid, 
‘in others it is in the power of some administrative authority to prescribe 
the forms and, therefore, they can be easily amended from time to 
time according to changed requirements and in light of past experiences. 

This enumeration of the most debated and debatable problems of 
standard insurance forms is not exhaustive and I do not propose to 
deal with them here in detail or to enter into the rather troublesome 
history of the evolution of those forms. It may be pointed out, however, 
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that the main classes of insurance should be accounted for in separate 
statements and the operative sections of the business should be separated 
from items which have no immediate connection with the business as 
such, thus permitting the segregation of underwriting results from 
other losses and gains. Net accounts, offsetting the companies’ liabilities 
against the policyholders with claims against the reinsurances may be 
of equal quantity but not necessarily of equal quality. This is a widely 
used but questionable method. A reinsurer may become insolvent or 
may not be able or willing to pay because of some other reasons, e.g., 
war, but the companies’ liabilities still stand. 

The British forms are part of the Assurance Companies’ Act, 1909. 
They apply to all classes of insurance except marine. Separate Revenue 
Accounts are required for life, fire, accident, employers’ liability and 
bond investment business. In life assurance, but only there, home and 
foreign business have to be shown separately in subsidiary columns. 
For non-operative gains and losses a separate Profit and Loss Account 
is required, as is also a consolidated Balance Sheet. All British forms 
are based on net figures. The Draft of a Bill to amend the Assurance 
Companies’ Act, 1909, presented by the Clauson Committee in 1927, 
provided for extensive amendments of the present forms. The form 
tof Balance Sheet was more detailed and was divided into five parts: 
Ordinary Life, Industrial Life, Employers’ Liability, Other Classes 
and Total. The Revenue Accounts also were more detailed, and a 
Marine Revenue Account was required on a three years’ basis. For 
non-operative gains and losses a Profit and Loss Account was required, 
as well as a Profit and Loss Appropriation Account. That Draft Bill 
marked a great step forward, but it has not so far passed Parliament 
and the Act of 1909 still holds good. 

The most comprehensive and detailed publicity of insurance com- 
panies’ accounts is practised in America, a publicity the extent of which 
easily lends itself to abuse. The forms were amended quite recently 
and entirely new forms were put into use as from the year 1939. 

In all States of the Australian Commonwealth, except in New 
South Wales, life assurance companies are required to publish accounts 
on a uniform basis modelled on the life statements of the English 
Assurance Companies’ Act, 1909. Consequently there is some, though 
not complete, uniformity of published accounts in life assurance, while 
all other classes of insurance are governed by general legislation. The 
prescribed forms for life assurance companies are essentially identical 
in all States, the main difference being that in each State it is necessary 
to show the assets located in that State separately from other assets 
in the Balance Sheet. The background of that regulation is probably 
historical, but its purpose is hard to understand, particularly in view 
of the fact that no similar statement is required relating to the liabilities. 

A review of the published accounts of the home non-life companies 
(oversea companies are not required to publish or file any statements 
relating to their business in this country) reveals rather wide divergences 
in the form and content of the statements. First of all, insurance 
business is carried out in this country partly by proprietary limited 
companies which are not required to publish or file any statements 
and also by companies dealing in their main business with other trades 
(trade in agricultural commodities, hire purchase business, etc.), and 
the results of their insurance transactions are just a part of their 
general acceunts. 

The most important carriers of insurance business are, however, 
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professional insurance concerns, organised as limited or mutual com- 
panies and publishing financial statements in some customary forms. 

A few companies only divide their transactions into an operative 
and a non-operative section, publishing separate Revenue and Profit 
and Loss Accounts. Most of them confine themselves to publishing a 
comprehensive Revenue Account, frequently called also a Profit and 
Loss Account or an Underwriting Account, though those terms are 
certainly not synonymous. The heading of the accounts is in most cases 
correct; in a few cases, however, Revenue Accounts are headed as 
. & Sere 19...”, and Balance Sheets as “for the year 
eS 19...”, though naturally Revenue Accounts relate to 
some period and Balance Sheets to the state of finances on a certain 
date. 

In some cases the Balance Sheet is subdivided into /nvestments, 
Fixed Assets and Current Assets on the one side and into Shareholders’ 
Funds and Current Liabilities on the other side. The term Fund in 
connection with liabilities is generally used, though not quite accurately ; 
it should apply to certain assets only. This is a formal error only. It 
is a material error, however, to include the so-called “Reserve for 
Unexpired Risks” and “Reserve for Outstanding Claims” in the Share- 
holders’ Funds as frequently happens, because those items are not 
reserves at all, i.e., not accumulated profits, but external liabilities. 

“Reserve for Unexpired Risks” is not the only term for unearned 
premiums. We find it in the Balance Sheets under the names: 
‘Provision for Unexpired Risks, Premium Reserve Fund, Insurance 
Reserve, Insurance Fund, Reinsurance Reserve. In a few cases it is 
found under the correct name Unearned Premiums, and in some cases 
not at all, it being merged with some other items, for instance with 
the General Reserve under the name “General Reserve and Reserve for 
Unexpired Risks,’ an item incorrect formally and materially, because 
it merges a part of the net equity with an external liability. Other 
reserves, too, have a variety of names in the Balance Sheets. For 
instance: General Reserve, Reserve, General Reserve Fund, Capital 
Reserve, Reserve Fund and Reserve Account. Or: Investment Reserve, 
Investment Fluctuation Reserve, Investment Reserve Fund, Reserve 
for Fluctuation of Investments, Reserve for Depreciation of Invest- 
ments. Or again; Contingency Reserve, Contingent Fund, Contingency 
Reserve Fund, Contingent Account. On the asset side we find beside 
Goodwill, Establishment Account, Purchase Account and Promotion 
Flotation Account. 

A rather frequent custom, a certainly bad custom, is to merge two or 
more items without real relations to each other. For instance: Sundry 
Creditors and Outstanding Claims; Sundry Creditors and Provision 
for Contingencies; Claims, Commissions and Expenses; Net Income 
including Interest and-Rents, etc. 

Another example of bad accountancy is to offset assets and liabilities, 
e.g., “Property less Mortgage.” The most widespread practice of that 
kind is, as already stated, to show all items net of reinsurances. 

Earned premiums are shown in several ways. (i) In a few cases the 
item is called Earned Premiums and its composite items are obviously 
the premium income (whether on cash or book basis, is not stated), 
less reinsurances and plus or minus the difference between the 
unearned premiums brought down and carried forward. (ii) In other 
instances the item Premiums represents the effective income on cash basis 
or otherwise, while the unearned premiums at the beginning and the 
end of the year are separate income and expenditure items in the 
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Revenue Account. (iii) In other cases again the premium income is 
shown gross, reinsurance premiums being stated on the expenditure 
side and the unearned premiums as under (ii). (iv) Lastly the premium 
income is tackled as under (iii), but the reinsurance premiums are not 
shown as an expenditure but are deducted from the gross premiums 
on the income side in a subsidiary column. 

Capital is shown almost universally on the liabilities side in detail, 
giving authorised, subscribed and paid capital. In a few Balance Sheets, 
however, we find the whole subscribed capital on the liabilities side, 
while the uncalled or unpaid part of it is on the assets side, a method 
generally used on the Continent. 

The published accounts of insurance companies in this country are, 
generally speaking, not better and certainly not worse than might be 
expected under a regime where each company can draft its own form. 
But there are a few exceptions to that rule and those who are not 
content to accept a few items without substantiation as an answer to 
their inquiries about a business selling security are sometimes dissatisfied 
by the statements as they are presented. 





Articles in Overseas Journals 


The Accountant 

November 2, 1940.—The Functional Development of Double- 
Entry Bookkeeping, by B. S. Yamey; Executorship Law, by N. 
Doyle. 

November 9, 1940.—Leading Article on Solicitors and Clients’ 
Money. 

November 16, 1940.—Leading Article on The Purchase Tax; 
Incentive, by Professor J. H. Jones. 

November 23, 1940.—Wages Control, by Professor J. H. Jones; 
Accountants and the Law of Negligence—XVI, by W. Summerfield 
and F. B. Reynolds. 

December 7, 1940.—Accountants and the Law of Negligence— 
XVII, by W. Summerfield and F. B. Reynolds; Interim Dividends, 
by R. W. Moon. 

The Journal of Accountancy 

December, 1940.—Audit Record of the Internal Control Survey, 
by Stephen Gilman; Accounting and Auditing under Cost-Plus-a- 
Fixed-Fee Contracts, by L. G. Kelly; Streamlining Defence 
Contracts, by W. R. Ginder. 

January, 1941.—Foreign Operations and Foreign Exchange, 
being a Statement prepared by the Research Department of the 
American Institute of Accountants; Pre-Audit Requirements under 
War Department Contracts on a Cost-Plus-Fixed-Fee Basis, and 
Organisation of Field Auditor’s Office, by J. W. Clarke; Relation 
of the Income Statement to the Balance-sheet and Earned Surplus 
Analysis, by Thomas York. 

The Canadian Chartered Accountant 

December, 1940.—The Valuation of Unlisted Stocks for Succession 
Duty Purposes, by H. D. Clapperton. 

January, 1941.—Inventory Valuation, by J. R. Wilson; Problems 
of Costing Aircraft Production, by D. R. Patton; Conservation of 

Foreign Exchange, by the Hon. J. L. Ilsley; A Way to Finance 
British Purchases, by G. P. Auld; Cost Accounting on War 
Contracts, by F. E. Wood. 
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Interest Rates and Yields from Government Loans 
ELEMENTARY PRINCIPLES OF CALCULATION 
By EpaGar V. ARENTZ, A.C.A.A. 


As students of public finance we should be au fait with the fact 
that the State (or in our case the Commonwealth to be correct 
nominally) in order to carry out its national duty by orthodox method 
must resort at various times to the procedure of requesting the masses 
(and other peoples) under its control to subscribe to loans placed upon 
the market by its authority. Such loan money when raised would 
generally constitute the funds from which expenditure in the guise of 
public works of a permanent character are met. But in times of great 
emergency—periods of belligerency—the Government might find it 
expedient to float loans for the purpose of maintaining its military 
machine in the field of battle. In respect of loans for war purposes 
(take the present outbreak) it has already been the people’s privilege 
to subscribe to a Commonwealth Loan under the nomenclature of War 
Savings Certificates. Any person may still purchase for 16/- a 
Certificate worth £1 at the end of seven years. Certificates under this 
heading are issued for other denominations, but the rate is the same, 
being 4/- on every 16/- invested. Thus a £5 Certificate is purchased 
for £4. The investment is limited to the extent that no person may 
invest more than £250 therein. The effective rate of interest p.a. 
returnable to subscribers is approximately 34%—and a first-class 
investment it is, too, if we view it with others of like standing. 

As the space for our article is to be measured carefully so must the 
scope of work in evaluating the rate for this class of investment and 
other matter to follow be very brief. However, the subject is very 
simple and should the student be further interested in the theory of 
finance he could not do better than to consult the Text Book, “The 
Elements of Actuarial Science,” which was specially written for the 
examinations under the direction of the Chartered Institute of 
Accountants (Eng.). The author is Mr. R. E. Underwood, a 
distinguished actuary. A more advanced book is written by Todhunter. 

Nevertheless, to begin we should know that under the doctrine of 
interest, 1 will amount to— 

1-++7 in 1 vear, 7 being the rate of 

interest p.a. 

(1+i) (1+i) = (1+)? in 2 years, 7 being the rate of 
interest p.a. 

(1+i) (1+) (1+7) = (1+) in 3 years, i being the rate of 


interest p.a. 


= (1+ 4)* in n years, « being the rate of 
interest p.a. 
These, we may say, are, in respective order, the amounts of 1 in 1, 
2,3,..., years. 
Further, in dealing with the present values of 1 we have simply 
by proportion the reciprocals of those above. That is— 


1 
Tj = l+) tHe 


(733) (FR)=+)4=e 
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(4) (3) (oH rat i)3=o 


MARCH 








= = (8 + i) “=u 
But notice the computer does not put the symbolical expressions in 
v, v*, v’, . . . v™, so that readers might be scared stiff. Rather are 


symbols placed so that the computer’s labour may be simplified and 
lightened; for instance it would be very impracticable, if not to say 
foolish, to write v™ “the present value of 1 due at the end of m years” 
perhaps many times in the one problem to be solved, when “v™” could 
be substituted in elegance therefor. 


With regard to the function of the present value of 1 per annum 
for n years (this is the value of an annuity) we have merely the sum 
of present values as above and symbolically this is— 

=v4+27+e7e4+ ..4+ 

This series is very easily summed with the resultant formula for a_— 
as— n 


n, 
(1+ é)-1 + (1 4+8)-2+ (1+8)-8+....4 1+ i)-@—-D + (1+i)—* 
Multiplying, “—)(1+i) = 
1+ (1+i)—2 + (1+8)-2 + (1 +8)-8 +....4 + i)— OD 
Subtracting, “)(1+i)— °FJ= 1 —+i)—* 


Sj{+)—-1} = 1- (+h) 
a__1—(1+i)—"_1—m 
ee ee 
When n is large the rule is convenient and may be constructed at 
sight on the basis of the problem. Thus over 50 years we would have— 


o—_ 1-(1+i)— 
50 |= i 
at 5% p.a. the present value of £200 per annum for 50 years would 
be from— : 
log 1°05= -0211892991 
— 50 log 1-05 = 2:940535045 
1 — -0872037 


antilog = -0872037. Also, a = 18-25593 








..The present value of £200 p.a. for 50 years = 200 X 18°25593 = 
£3651 - 186. 

The symbol a—. is therefore simply mathematical shorthand and 

n 

not introduced to frighten us. 

Let us take arithmetical examples of the movements under the 
three headings in the foregoing, making the interest 33% p.a. for each 
occasion. 


(1) for the amounts of 1 in 1, 2, 3 years, we have 











Fin 
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1:0325 = 1+i 
30975 
2581 


1-066056 = (1 +i)? 
31982 
2665 


1-100703 = (1 +7)8 
The work entailed 1s inerely that of 1 plus the rate and then multiply- 
ing the preceding values by ‘0325 adding values to the results so gained. 
(2) for the present values of 1, we have 
1 1 
1+2 1-0325 aunnee. 


This is so because 1 is required at the end of the year (on the basis 
of 34%) like 





‘968523 & 1:0325 = 1. 
In forming tables of v™ we would probably not work from v to v*, 
but rather from v7 to v. If at first v" is arrived at by well-known first 
principles, we have 


1 
araeesys = 08si0 

1 
casas = "938037 

to 1 
y T0325 = 208523 


As -908510  1-0325 = -938037 and so on, the simplified method of 
working with the reciprocal of the common ratio ‘968523 (which, as will 
be seen, is a very clumsy decimal quantity) is apparent. 

(3) for the present value of 1 per annum for 3 years, we have 


sl=rtete 
= ‘968523 + -938037 + -908510 
= 2°81507 
Thus we require to purchase an annuity of £200 for 3 years where 
the interest is allowable at 34% p.a., and the price requested is 


£200 & 2:81507 = £563/0/3 approx. As a matter of fact, the move- 
ment should be obvious. Assuming the £1 p.a. basis, we have, 


£ £ £ £ 
-969 + -938+ -909 = 2-816 = P.V. of the Annuity 
31 31 29 -091 = Interest at 34%, Ist year 


Ist Payment to Annuitant = (41-000) -969 -938 

















31 31 -062 = Interest at 34% 2nd year 
tod Payment to Annuitant = (£1-000) -969 
31 -031 = Interest at 34% 3rd year 
Final Payment to Annuitant = (£1-000) £3-000 = Payments to Annuitant 3 years 








This tends to show that each and every present value equals £1 at the 
end of the period in which it is required for payment to the annuitant. 
Having demonstrated a minor amount of theory in respect of (1 + 1)", 


v™ and "al since it is with these symbols we have to deal, let us study: 
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(A) The evaluation of the rate returnable on War Savings Certifi- 
cates. 

(B) The yield rate and the effective interest rate resultant from an 
investment in the Commonwealth Government Loan of 
£4,750,000 floated in 1939. 

War Savings Certificates: Here the face value is £1 (other denomina- 
tions are also current) and the issue price is 16/-, or £°8. The full 
currency is seven years. What is the rate p.a. earned on investment? 

The effective interest is 4/- in every 16/- invested. This is a flat 25%. 
Then if the currency is seven years to get the rate per cent. per annum, 
we have 


oo 
{4/3 + °25 }_ 1 =i = 3-240%, but practically 3:25% = 34% 


To take the 7th Root, Log1:25 = -09691 
1/7 Log 1:25 = -01384 
Antilog = 1-0324, whence comes the rate as above. 
To prove that 16/- is the present value of £1 due in seven years at 
34% p.a., we have by approximation with 34% 
£ 


P.V.= _ -800 
add interest 34% = -026 


Total ‘028 
and so on “881 
to the seventh -029 
year, when 
we have 


‘031 
full value = £1-000 


=——_—_—_—_— 








Commonwealth Government Loan, £4,750,000:-This loan was issued 
in 1939 and was offered to the public at a discount. A perusal of the 
prospectus leads us to the belief that the currency of the loan is normally 
164 years, but may be redeemed earlier by the Government. The 
purchase price of each £100 bond is £99. The nominal rate of interest 
p.a. is indicated at 3%, or £3/17/6%, interest payable half-yearly— 
December and June. The loan is repayable at par (£100) and the yield 
is given at £3/19/2% pa. 

To make some initial comment, this yield under the theory of interest 
equals a nominal rate where convertibility occurs half-yearly. Thus 
without preamble we might state that the corresponding effective rate 
is £3/19/11% p.a. Now for the procedure in computing our functions. 
In this we would say £99 paid to the Government is the present value 
of— 

£100 to be received at the end of 164 years. 
£1/18/9 to be received each half-year in the form of an annuity for 
164 years. 
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Being wise after the event, so to speak, and taking figures on the 
basis of £3/19/2% as disclosed in the prospectus, the values to satisfy 
the equation for 99 would be— 





(14 —y* 
-039583 \ — 38 — 2 
99 = 100 (14 ——— 1-9375 
(1+ 2 ) * 039583 
2 


= 52:°375 + 46°625 
= @ 
As the problem lends itself to formulae on the assumption of periods 
instead of years, we conveniently used 


— nm 


j 
"eo (1 re: 
m — 7% 
=... S ; in lieu of the usual a— _! =a. 
n| ™ _ n é 


m 








when payment and interest convertibility occur only once p.a. In the 
problem as above this feature happens simultaneously twice p.a. But 


1 : ' 
in adopting this method we omit factor (=) in the equation. With 


regard to v” our similar procedure is to be interpreted accordingly. In 
co-ordinating this feature we say in effect that 164 years is 33 or 
2 
(» = x m) periods; £3/19/2% convertible twice p.a. is ae % 
039583 
2 
To evaluate the present value of £100, we have 
log 1-0197915 = -00851139 
— 33 log 1:0197915 = 1-71912413 
antilog = ‘$2375 
Hence the present value of £100 due in 33 periods (or 164 years) is 
100 X 52375 = £52:375, as above. To evaluate the value of the 
annuity of £1/18/9 for 33 periods, we have 
1 — -52375 
01979 
Hence the present value of £1/18/9 for 33 periods is 1-9375 x 
24-0652 = £46°625, as above. But this is the point. How was the 
yield disclosed in the first instance? To this end and utilising standard 








= £1/19/7%= per unit = ‘0197915 per half year, or period. 


= 24-0652 (see antilog in preceding). 


tables we have, for v”™ and eee, interpreted in the light of periods 
s g Pp 


and not years) at 3h 9 = 14% and + % = 2% and taking 33 


periods, as follows :— 

At rate 14§ %, the values are = 100 K °53086 + 1-9375 & 24:21376 
= 53-086 + 46:914 
= 100. 


Needless to say the value (100) would be known before working as 
3%% nominal is equated by 100 according to the prospectus and con- 
ditions of the loan. The rate is too low and therefore we try once 
more— 

At rate 2%, the values are = 100 & -52023 -+ 1:9375 & 23-98856 
= 52-023 + 46°478 
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This rate is too high. We want to satisfy 99 in the equation. Let 
us then interpolate between 14§% and 2% as follows :— 
The difference between 133 % and 2% is -0625. 
2-0000 
1-9375 





Difference— ‘0625 


Further, the value at 1 ##% = 100-000 
the value at 2%— 98-501 











Difference— 1-499 


Also, the value at 148 % — 100-000 
99-000 


Difference = _ 1+: 


Then by proportion, if 1-499 (the difference in values) produces a 
difference -0625 in the rate of interest, what difference in interest will 
1 (or a unit) produce? 

Difference = — x °0625 = -0417 
.. The yield pa. is 2(1:9375 + :0417) = 3-958% = £3/19/2%, as 
per prospectus. With the availability of the nominal rate of interest 
p.a., together with convertibility p.a., we may always ascertain the 
effective rate from 
Effective Rate =i =(1 eS, 


m 


the value at J (unknown) — 


S 








To get the corresponding nominal rate p.a. in similar conditions, 
we have— 


1 
Nominal Rate = j=m | (1 +1) ~—1} 


To distinguish that interest is convertible m times p.a. in 7 this 
notation may be shown as j‘™). 
log 1:0197915= -00851139 
2 log 1:0197915= -01702278 
antilog = 1-039975 


.. Effective rate of interest = 039975 = 3:9975% = £3/19/11%. 
(But for greater amplification of this feature in the theory of finance 
readers are offered much detail in Todhunter’s Text on Compound 
Interest if necessary.) 

This rate should be quite patent on viewing the Ledger Account 
set forth at end. £99 is loaned on June 15, 1939, to the Government 
and in our books such amount is accordingly debited to that institution. 
Interest £1/18/9 is received thereon each half year for 165 years. At 
maturity (at the end of 164 years)—this is taking the normal period— 
the last half-yearly instalment £1/18/9 is paid. At this point the 
debit has worked up to £100 from £99 at the commencement. We 
might now imagine the Federal Treasurer saying: “Here is your 
£99 and thanks for the loan of it. By the way, the Government 
promised you a bonus of £1 and here it is also. But please don’t 
make a hog of yourself with it.” 

Finally it may be interesting in viewing the Ledger Account to 
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late to £1. 
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observe that for the first half-year interest debited equals £1-9592, 
whilst instalment paid to lender equals £1-9375. 
£022 to 3 places merely. Obviously this would represent the amount 
which, if paid into a sinking fund each half-year for 16} years, interest 
£3/19/2% p.a. nominal and convertible half-yearly, should accumu- 


So it does. 


In this regard, we put— 















The difference is 















(1 +:-01979)3% —1 _ 
£:022 01979 = £1. 
Commonwealth of Australia Loan Account 
164 years repayable at par (£100). Yield p.a., £3/19/2% 
DR. CR. 
Half Half 
Yearly Particulars Fol. Amount |/Yearly Particulars Fol. Amount 
Period Period 
£ £ 
i ls” 99-0000 || 1 By Cash...... 1-9375 
,, Interest at , Balance .. .. 99-0217 
1:979% .. .. 1-9592 
100-9592 100-9592 
2 To Balance .. 99-0217 || 2 By Cash... 1-9375 
», Interest . 1-9596 » Balance .. 99-0438 
100-9813 100-9813 
3 To Balance .. 99-0438 || 3 By Cash... .. .. 1:9375 
f » Interest .. 1-9601 See 99-0664 
101-0039 101-0039 
4 To Balance 99-0664 || 4 By Cash.. .. 1-9375 
» Interest .. . 1:9605 » Balance . 99-0894 
101-0269 101-0269 
5 To Balance .. .. 99-0894 |} 5 By Cash..... 1-9375 
,», Interest .. 1-9610 » Balance .. .. 99°1129 
101-0504 101-0504 
6 To Balance .. .. 99:1129 || 6 By Cash...... 1-9375 
», Interest .. 1:9614 » Balance .. .. 99°1368 
_ 101-0743 101-0743 
7 To Balance .. . 99-1368 
33 To Balance . 99-9593 33 By Cash.... .. 1-9375 
» Interest .. 1-9782 2 
(Repaymt.) 100-0000 
101-9375 101-9375 















































THE AUSTRALIAN ACCOUNTANT MARCH 


War and Post-War Finance 
By J. F. L. Gress, A.1.c.a. 


(The Presidential Address to the Ballarat Branch of the Commonwealth 
Institute of Accountants) 


The kind encouragement you have given me in the past has emboldened 
me to essay a short dissertation on a very thorny and difficult subject— 
War and Post-War Finance. 

As usual, I preface my remarks by saying that my object is to suggest 
avenues of thought to you rather than to deliver a treatise. I am well 
content if I can leave you with a new angle of thought. 

I must first premise that we are fighting this war in defence of 
liberty. It has been generally conceded that true liberty rests largely 
on an economic foundation. If our post-war adjustment does not strip 
the British Commonwealth of Nations and the United States of America 
of economic bondage and dearth of food and clothing for the masses 
through inefficient and inequitable distribution of wealth it will fail. 
Some months ago that bulwark of English conservatism, The Times, 
startled the world by expressing similar views to these in a leading 
article. To the best of my recollection, it stated that when the present 
struggle, in which the whole nation is participating, is over, there must 
be no reversion to the conditions which obtained after the last war. Men 
who offer their lives for their country in time of war must not be 
discharged from the forces to take their places in a bread-line. It 
went on to say that the old order is gone for ever. We in Australia are 
leading such a sheltered existence that there is a danger that our 
development of thought and outlook will be outstripped by that of the 
Old Country, where it is inspired by the dynamic urge of daily peril 
and sacrifice. It may be old-fashioned, therefore, to regard a modifica- 
tion of our capitalist structure and a tendency towards a regimentation 
of wealth as unorthodox, too radical, or revolutionary. I am not yet 
prepared to assert that it is so, but I am endeavouring to prepare my 
mind to receive new ideas on the subject without offering too much of 
the instinctive resistance which is innate in those who value tradition. 

I have recently studied with great interest an investigation by the 
International Consultative Group of Geneva into the Causes of the 
Peace Failure 1919-1939, published in October last. Under the heading 
“The Need for Adaptation to a Changing World,” it says :— 

“Nationalism, machine technique, and an economic system in which 
unbridled acquisitiveness was the driving force, together produced an 
almost explosive mixture. The framework within which they were 
contained has now burst. As a consequence, the world is faced with 
the necessity of making a series of fundamental adjustments. Seen 
from the economic angle, the following are amongst the most important : 

“1. The need for machinery of economic adaptation. 

“2. The need for international safeguarding of social progress. 

“3. The need for a broader conception of economic policy.” 

I could not hope, in the time at my disposal, to traverse the report in 
detail, but I quote it as one of my authorities for the suggestion that a 
change is imminent. 

In a criticism of the Budget proposals of the Menzies Government, 
Mr. Dedman said that Australia is still paying £235,000 a week interest 
on loans raised to finance the last war and that we have not repaid one 
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penny of the principal in 25 years. He deplored the suggestion that 
further loans should be raised, thus giving the wealthy investor a claim 
on future production. Professor Pigou, in his Economics of Welfare, 
says “the reactions of the fact of the loan method are likely to be some- 
what more injurious to the national dividend of the future than the 
reactions of the fact of the tax method.” It appears to me that the act 
of borrowing is not bad in itself because it enables the burden of pay- 
ment for defence to be spread—the fault lies in the failure to arrange 
for repayment in a comparatively short time when the war is over. A 
continuance of taxation on the war-time scale would be the obvious 
way of achieving this if the post-war slump consequent upon the closing 
of munitions factories could be avoided. 

This leads me to speak of Mr. J. M. Keynes’ work, “How to Pay for 
the War.” Mr. Keynes, who has gained a high reputation as an econo- 
mist, has propounded a theory which I can only sketch for you in 
skeleton form—if you desire a fuller presentation you must read the 
book. Here, then, are the bones of the theory :— 


(1) The total of money earnings in war-time is increased by rises 
in rates of pay, payments to soldiers, overtime in industry and 
employment of women and boys not previously occupied. 

(2) The amount of goods available for consumption has been 
diminished. 

(3) The increased quantity of money available to be spent in the 
pockets of consumers thus meets a quantity of goods which is 
not increased. 

(4) Some means must be found for withdrawing purchasing power 
from the market or prices must rise until the available goods are 
selling at figures which absorb the increased quantity of money 
which is, of course, inflation. 

(5) The solution must therefore be a withdrawal from expenditure 
of a proportion of the increased earnings. 

(6) The intrinsic essence of the proposal is the deferment of a 
carefully determined proportion of the increased earnings to be 
withdrawn from present consumption and to be available for 
distribution to those entitled after the war. 

(7) Mr. Keynes claims that his plan assures the rights of deferred 
consumption after the war to a wide range of persons instead 
of concentrating these rights, as they were last time, in the hands 
of the capitalist class. He makes various suggestions for protec- 
tive devices which I will not recapitulate. 


So much for the essentials of the plan. It would present some 
difficulties of application and acceptance but I think these could be 
overcome. The main defect, in my judgment, is that it stops short at 
a crucial point. The principal question to be answered is: What is to 
be our course when-peace is declared? Are troops to be discharged 
on landing in Australia, are wheels to stop turning in munition factories 
and swords to be beaten into ploughshares? My answer to all these 
questions is an emphatic No! For countless generations soldiers have 
been encouraged to fight by the promise of rich rewards—in olden 
days loot, pillage and other enjoyments were held out by leaders as 
inducements—to-day they have been promised the gratitude of their 
native land. Imagine the picture of one hundred thousand soldiers 
landing home and being immediately discharged to glut the labour 
market, oust others from employment in a land impoverished by the 
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sudden cessation of the flow of Government money—or starve. It is 
unthinkable! How is it to be avoided? In this country there is no 
need for bloody revolution—the ballot-box will work the will of the 
masses. This method has the great advantage of being gradual and 
the inevitable modification of the rights of the capitalist will be most 
efficiently and equitably implemented by the tax-collector. No nation 
can afford to continue to give claims on future production to a money 
oligarchy. The only practical form of levy on wealth is taxation of the 
wealth produced by the physical assets. No other form could ever be 
levied by an intelligent administration, because of the fluctuations of 
earning power and the consequent certain diminution of the asset. My 
friend, Mr. J. A. L. Gunn, has given me a very picturesque illustration 
in describing to me the ancient Italian festival of “la Vendemmia’”—the 
gathering of the grape—in which the husbandman is supposed to say, 
“You may gather the fruit but you must nurture the vine.” So taxation 
must continue. I am so convinced that it is the just and equitable 
course that I would provide the severest penalties for major dishonest 
evasions. The deserter who evades physical service in time of war is 
liable to the penalty of death—I cannot distinguish between the two 
offences in degree of gravity. How are the proceeds to be disbursed? 
Not, I hope, in lump sums in the form of bonuses to veterans and the 
like. Wealth must be distributed in weekly measures to the vast 
majority of people to be properly utilised or appreciated, but not in the 
form of a dole which destroys the soul. It must be in the form of an 
honest wage for honest work, but, again another negative, not in so- 
called “useful” production. Over-production of commodities causes 
gluts and subsequent under-production. We have had a terrible expe- 
rience of the dangers of destroying the balance of the economic structure 
—let us learn by our mistakes. In war-time, unemployment falls to such 
an extent that only the unemployable are jobless. Let us reproduce the 
phenomena in peace-time and what will we find? I think there would 
be three main factors :— 

(1) A standing army equal to the number of men who return—not 

necessarily the same men. 

(2) Production on the same lines as the manufacture of munitions. 

It must be either developmental or wasteful. Thus the building 
of roads in the Northern Territory would be permissible while 
the production of potatoes would be disastrous. It would be 
better to make shells and fire them into the sea. 

(3) The cost is met, as in war-time, by the sacrifice of a part of 

its wealth by the community. 

Here is your solution! We retain our present economic and credit 
structure with some of its unsightly knobs and excrescences planed 
down, some of the injustices to humanity removed. The standing army 
becomes a Labour Bank, governed in the same way as the Common- 
wealth note issue is controlled. When industry can absorb men they 
are released, when there is a surplus of manpower they must be enlisted. 
It is not Nazism, Fascism or Communism—to me it is just plain British 
commonsense to say “Certain factors produce prosperity and optimum 
conditions in war-time, let us reproduce the same factors in peace-time, 
at least until we are assured that it is safe to modify the plan.” 

I have said that this is a war in defence of liberty. It we can retain 
our liberty: both now and after the war by mere monetary sacrifice 
we will be more fortunate than many millions of the earth’s peoples. 
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Truth in Accounting 
By A. CLunies Ross 


(Being three fables taken from the book of that name by Kenneth 
Macneal of the University of Pennsylvania, transmuted into 
Australian terms). 


1. The Fable of the Two Factories 


In the growing town of Coomooloo lived two men; one was wise and 
capable—his name was Arthur; the other was foolish but had more 
money than he knew how to manage—his name was Algie. Now each 
employed a certain builder, Mr. E. R. Smart, to build a factory and, 
strangely enough, the buildings were alike in every way: in design, 
fabric, and equipment. Mr. Smart alone knew what the factories cost, 
but he, realising the differences between his two customers, charged 
Arthur £1,000 and Algie £4,000! Legally worded contracts, with plenty 
of “whereas’s,” were drawn up and executed and stamped and 
registered and the solicitor’s fees were paid—but “that is another 
story.” 

Both Arthur and Algie needed more capital and, as a preliminary to 
offers to the public, prevailed on Mr. A. Penpush, F.I.C.A., for a 
reasonable and by no means excessive consideration, to supply a 
certificate as to the values of the two factories. The said honourable 
gentleman called for the contract of purchase in each case and gave 
two certificates: that Arthur’s factory was correctly valued at £1,000; 
that Algie’s was worth £4,000. 

Two companies were then floated. In Arthur Pty. Ltd., Arthur was 
duly issued with 1,000 fully-paid shares in exchange for his assets 
and the contract was duly registered. He took his certified documents 
to Mr. I. N. Vestor, who, on the strength of Mr. Penpush’s reputation 
as a worthy ornament of his profession and his beautifully phrased 
certificate, paid over £1,000 for 1,000 shares and so obtained a half 
interest in the business. 

In Algernon & Co. Pty. Ltd., Algie in due form took 4,000 fully-paid 
shares for his factory and proceeded to invite Mr. E. A. S. Money to 
hand over £1,000 for 1,000 shares. Mr. Money had also heard good 
things of Mr. Penpush and agreed to the proposal. He obtained a 
one-fifth interest. 

You know how things get round in country towns. Someone told 
Mr. Money that he had been “done.” Whom do you think he blamed? 
No less than poor honest Mr. Penpush, who had got nothing out of 
the whole affair but two reasonable fees. Mr. Money actually sued 
Mr. Penpush for damages for giving a deceptive certificate. The latter 
might have pleaded that Mr. Money was not a party to his contract 
with Algie and that he owed him no duty. That seemed a bit mean 
so he protested that he had acted in good faith; that he was not a 
builder, nor did he know whether the factory was saleable at any 
figure; he was entitled to depend upon the evidence of a properly 
executed contract. The jury disagreed—poor Penpush did not get 
his costs. 

Moral: A public accountant’s duty may include the responsibility of 
using his common sense even if strict rules of procedure exist to define 
professional uncommon sense. 
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2. The Fable of the Two Flour Mills 


Not far from Coomooloo is Balawang, in a wheat district. Among 
its citizens are Henry and Percy; Henry resembles Arthur in wisdom, 
while Percy is not unlike Algie. Each had the idea of making money 
out of flour milling; each had £20,000, and the first thing each did, on 
January 1, 1940, was to rent a mill and pay £200 rent in advance for 
the year. 

On that date wheat was at 2/- a bushel. Henry believed that it would 
not go any lower and bought 150,000 bushels for £15,000 to hold for a 
rise. Percy said that wheat had been falling for some time and was 
sure to fall further; he put £15,000 on fixed deposit for a year at 3%. 

On December 31, the market price of wheat was 4/- a bushel. Percy 
thought he had better buy before it went any higher. He collected his 
fixed deposit, with £450 interest, and bought 75,000 bushels for £15,000. 

Their respective balance sheets were then made up and certified by 
Mr. G. D. Checker, A.I.C.A. The positions disclosed were (neglecting 
any earnings from the operations of either mill) : 

Henry: 150,000 bushels at cost (lower than market), £15,000; cash, 
£4,800—a loss of £200. He had, however, an undisclosed 
profit of £15,000. 

Percy: 75,000 bushels at cost, £15,000; cash, £5,250—a profit of 
£250. 

Both required more capital and approached Mr. W. T. Farmer with a 
plea that he would make a good investment if he bought a half interest 
by taking up 10,000 £1 shares in a proprietary company to be formed. 
Mr. Farmer showed the balance sheets to his financial adviser, who 
pointed to Mr. Checker’s certificate as clear indication that Percy was 
the better business man. Mr. Farmer thereupon agreed to Percy’s 
suggestion and drew small dividends in due course. 

Again the word got round that Henry had realised on his wheat at a 
profit of £12,000. Mr. Checker was taxed by Mr. Farmer with his loss 
of a good investment. The reply was, of course, a protest that it was 
a “sound” principle not to “anticipate” profits and that Henry’s balance 
sheet had been drawn up on a properly conservative basis. 

Moral: What is truth? As another American once said, “A merciful 
Providence fashioned us holler, on purpose we should our principles 
swaller”—on occasion and after due thought, be it said. 


3. The Fable of the Two Holding Companies 


In a certain Australian capital were two companies, the Commonwealth 
and the Federal, each with a capital of £100,000 and each formed to 
purchase and hold shares in other companies. The directors were 
empowered to change their company’s holdings as seemed good to them. 

Now, once upon a time there was a depression which had led, as 
depressions will, to a considerable supply of low-priced shares. Each 
board seized the chance of acquiring a cheap and varied portfolio. The 
shares continued to rise for four years until, at the end of that time, each 
company’s holdings had a market price, on the average, of 20% above 
cost. Dividends had not been large: in the last year, the average return 
on the £100,000 invested was only 3%. 

The directors of the Commonwealth Company had the bright idea of 
realising their holdings, in spite of the fact, pointed out by their 
accountant, that any fresh shares available on the market would not 
produce any higher return. The Federal directors apparently gave in 
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to a similar argument and continued to hold for a further rise and to 
draw dividends in the meantime. 

Competent—and conservative—auditors signed the respective balance 
sheets. They showed :— 

Commonwealth : Earnings, £3,000; profit on shares, £20,000—23% on 

capital. 

Federal: Earnings, £3,000—3% on capital. A footnote was inserted 
that “the present value of the company’s holdings is 20% 
above cost.” Most observers disregarded this as a mere 
“paper profit” and noted that profit and loss account 
showed the £3,000 without qualification. 

Naturally the price of Commonwealth shares rose and a smart group 
of financiers (history sayeth not whether they were related in any way 
to the Board of the Commonwealth Co.) sold their holdings at a high 
price and bought Federal at a low price—achieving something like 
complete control. 

Shares held by the Federal Co. continued to rise until, at the end of 
the next year, they were 40% above cost. It is not easy to have too 
much of a good thing, so this time Federal directors realised their hold- 
ings and re-invested £100,000. They were able to declare a dividend of 
43%! The simple-minded people who had bought into Commonwealth 
received their safe 3%. 

Moral: In the words of the American author, “Each company must 
have made exactly the same amount of money since its formation, and 
the practice of the accountants in refusing to recognise unrealised profits 
as earnings must have been pure hokum.” Small shareholders were 
deceived and defrauded because of their confidence in the trusted firm of 
auditors. The small group of financiers enthusiastically agreed with 
the application of the principle. 





How to Take a Poll 
By R. E. O'NEILL, A.1.¢.A., A.C.1.S. (ENG.) 


In dealing with the taking of a vote at a meeting, either by way of a 
show of hands or by a poll, it is well first to review the position at 
common law. It has been set out in judgment that a show of hands is 
the common law mode of ascertaining the sense of a meeting and 
should be taken even where the articles do not expressly so provide. 

Where there is an equality of votes the chairman has no casting 
vote by common right, either on a show of hands or on a poll. But 
the articles should and usually do make such provision, and the casting 
vote is then in addition to any other that he may have. 

The right to demand-a poll is, however, a common law right, although 
the articles may exclude or restrict it. Nor must it be forgotten that, 
in the absence of express provision in the articles, there is no right to 
vote by proxy. Any vote by proxy must be strictly in accordance with 
those provisions. One other important and well settled point in regard 
to proxies may here be noted, viz., a proxy cannot be counted in a vote 
taken on a show of hands. The chairman can on a show of hands 
count only the hands actually held up. He cannot take any account 
either of the number of votes each person may be entitled to, or of the 
proxies he may hold. These matters can be taken into account only 
on a poll. 

c 
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Objects of a Poll 


The right to demand a poll is most important, the object being 
twofold— 

(1) To count the votes on the basis of shares held, otherwise a 
number of small shareholders personally present might carry a motion 
not desired by the fewer number of large shareholders also present. 

(2) To permit the use of proxies. 


Who may Demand a Poll 


Before the chairman grants the poll he must satisfy himself as to 
the qualifications of those demanding it. In this regard the provisions 
of the articles are paramount and must be strictly observed, e.g., they 
might provide that the demand be in writing and duly seconded. 

Clause 50 of Table A of the Companies’ Act, 1936, New South 
Wales, provides that a poll is effectively demanded if made by three 
members present in person or by proxy, or by one member or two 
members, provided the one or two together hold not less than fifteen 
per cent. of the paid-up capital. Of course, this clause may be deleted 
or modified in the articles of any particular company. Unless as above 
provided a proxy cannot demand a poll. 

Under the usual form of articles a poll cannot be taken by sending 
voting papers to members to be returned by post. Members and proxies 
must attend and give their votes personally. The demand for a poll 
need not be made publicly, and it is sufficient if the chairman acts on a 
private demand. It would seem, however, that the time to make the 
demand is immediately on the declaration of the result of the show of 
hands. 

We might note here in passing that, provided a quorum is present 
at the vote, the chairman’s declaration is conclusive, provided further 
that the resolution was within the notice of meeting or was not 
manifestly wrong, when the question might be reopened in proceedings. 


Effect of Demand 


The poll having been duly demanded, it is the chairman’s duty to 
grant it, and to fix the time, place and manner of taking the poll. The 
result of the poll shall be deemed to be the resolution of the meeting 
at which it was demanded. The immediate effect of demanding a poll 
is therefore that the show of hands goes for nothing. 

But the demand for a poll shall not prevent the continuance of a 
meeting for the transaction of any business other than the question 
on which a poll is demanded. If the chairman fixes a subsequent day 
for the taking of the poll no adjournment is necessary, for the poll is 
part of the business of the meeting. This is reasonable and obviates 
any possible delay. 


Withdrawal 


It is doubtful whether a demand for a poll may be withdrawn, unless 
expressly so provided in the articles, without the assent of the meeting. 
Rex v. Mayor of Dover (1903). It certainly cannot be withdrawn 
once the meeting has been closed. Nevertheless, so far as a company 
is concerned, it seems that if the request for withdrawal is approved by 
the “secorider” and is made during the continuance of the meeting, 
then it could be withdrawn with such consent. 
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Separate Polls 


A separate poll must be made on each individual resolution on which 
a poll is demanded. If this were not so, the position might arise that 
voters would have to vote for or against all or none. 


Election of Chairman and Adjournments 


Most articles provide that a poll demanded on the election of a 
j chairman or on a question of adjournment shall be taken immediately. 
But a poll demanded on any other question shall be taken at such time 
as the chairman directs. These are sensible provisions which allow 
the chairman to exercise his discretion so as not to delay unduly the 
business of the meeting. 

There is some doubt, in the absence of any provision, whether a poll 
can be demanded on a question of adjournment; and it is expedient to 
provide for same, or else serious difficulties might arise in the efficient 
conduct of the meeting. 

The following extract from a judgment by Cotton L.J. in the case 
of Rex v. Wimbledon Local Board is interesting: A poll is an appeal 
to the whole constituency, and “is taken in order to ascertain the sense 
of the general body of persons qualified to vote, or to give others 
besides those who are present when the poll is demanded power to 
come in and exercise their right of voting, and to ascertain whether 
the voters have the qualification which is required in order to entitle 
them to exercise the privilege of voting.” 





Closure } ‘3 

From this it will be seen that even persons not present at the 
meeting at which the poll was demanded may vote at the poll. If the 
chairman excludes a voter the poll may be invalidated. And where no 
time is fixed for closing the poll the chairman must wait a reasonable 
time before declaring it closed. The poll may not be closed while voters 
are still coming in. The chairman may, further, continue the poll at 
a subsequent period to give the opportunity to other voters to come in. 


Who May Vote 


One important aim of a poll is to see that no person records more 
votes than he is allowed. The right to vote and the number of shares 
held is to be determined by reference to the register of members. 
Only those actually on the register may vote, but if any other is entitled 
to the beneficial interest in the shares, e.g., an unregistered transferee, 
this latter may dictate to the holder how to vote. Nevertheless the 
company need accept the vote only as it is made and without reference 
to the beneficial holder. 

As it is the chairman’s duty to admit or reject proxies, the following 
points might appropriately be mentioned here :— 

(1) The shareholder giving the proxy must be entitled to vote. 

(2) The proxy must be competent, i.e., where the articles, for 

instance, state that only members may act, he must be a member. 

(3) The instrument appointing a proxy must have been deposited 

in due time. 

(4) The instrument must be in proper form. 

(5) The instrument must be duly stamped. 

(6) Notice of revocation must not have been given. 
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Polling Place 
In the actual taking of the poll the following method is considered 
adequate. The secretary compiles from his register of members a 


“polling list” somewhat in this form :— 








, No.of | No. of | Votes as : 
Shareholder’s Name Sheen | Weten Proxy For | Against Remarks 
































Totals 





The names are arranged alphabetically for easy reference ; the number 
of votes must be computed as the articles provide; the remarks column 
is useful, e.g., to identify proxy holders, or to note those not entitled 
to vote, say, because of unpaid calls. 


Voting Paper 
Voting papers may be mere blank papers signed in order to prevent 
impersonation, or the following form may be used. 


VOTING PAPER 
6h bs cu cihe ee endecen awe ddab sn Gams 
I, Bae ois a mh Bs wali ebb oie 
eS vis cdwiamennsdnanecesonen 
for 


.__, the motion. 
against 


I vote 


Voting Procedure 

The usual procedure is then for the secretary to hand out the voting 
papers, if the poll is taken immediately on demand, or for the members 
who vote personally to approach the voting table, and sign their paper 
“for” or “against.” A voter must also sign as proxy where he is acting 
in that capacity. 

The chairman then takes the voting papers and the number of votes 
are filled in from the “polling list.” This list also provides a ready 
means of checking the validity of votes or proxies; any invalid vote, 
€.g., a proxy not duly stamped, must be rejected and the reason noted 
under “Remarks” When the poll is closed the columns are added and 
the chairman declares the result. 


Scrutineers 

In a big poll it is usual to appoint scrutineers, one from each side, 
whose duty it is to scrutinise and count the votes. The meeting may 
appoint them, or the chairman may with the assent of the meeting. 
They must report the result of the poll to the chairman, who must then 
declare the motion has been either carried or negatived. 


Sales Tax Exemptions and Classifications 


The Commissioner of Taxation (Mr. L. S. Jackson) advises that a 
comprehensive index to the numerous classes of goods specified in the 
Schedules to the Sales Tax (Exemptions and Classifications) Act 1935- 
1940 has been compiled. 

A reprint of the Act and the Schedules, bound in dark blue cover- 
paper, and embodying the index, is now on sale at the office of the 
Federal Deputy Commissioner of Taxation in each State. 
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Some Aspects of Mechanical Pay Roll Accounting 
By R. F. JARMAN, A.C.A.A. 


A lecture to the Australasian Institute of Cost Accountants, 
N.S.W. Division 

With the rapid growth of Australian Manufacturing and Trading 
concerns, bringing in its train ever increasing numbers of employees, 
pay roll accounting in its widest sense has presented a real problem 
for office executives. 

The custom that has developed and has every likelihood of persisting, 
of investing the pay officer with the right of making all sorts of 
deductions as contributions to various funds and other national 
requirements, has forcibly removed the compilation of these records 
from the hitherto precious right of the secretary or accountant to a 
specialised staff in many cases under the superintendence of a paymaster. 

And so, we come to consider aspects of mechanical pay roll accounting 
with the definite object of— 

1. Reducing the manual work to a minimum. 

2. Producing the necessary records in the most speedy manner. 

3. Surrounding the work with maximum accuracy. 

Pay roll accounting may be divided into the following sections— 

1. Recording of hours worked. 

2. Computation of wages earned. 

3. Compilation of pay roll involving— 

(a) Employees Earnings Record. 
(b) Employees Pay Envelope. 
(c) Employees Receipt. 
Let us examine each section briefly— 
1. Recording of Hours Worked. 

The first step in any Pay Roll plan is to provide adequate means 
for collecting accurate data upon which to assess the amount to be 
paid to each employee. The old methods, of handwritten time sheets 
and requisitions are fast disappearing and modern concerns are install- 
ing efficient time recording machines. 

As most accountants are familiar with this type of equipment, no 
discussion is necessary beyond consideration of the type of record 
produced. The importance of this will be recognised when we pass 
to the next phases of work. 

Two main types of these recorders are available, involving the 
use of— 

1. Continuous pay roll with 125 employees on each. 

2. Unit Clock Card for each. 

From my experience in installations, I would favour the unit card 

principle for the following reasons :— 

(a) Greater speed of handling the extensions and computations, 
because they may be divided amongst a number of clerks, 
whereas the continuous sheet may be operated upon by one only. 

(b) Compilation of the final Pay Roll may be commenced as soon 
as the first few cards have been completed. 

(c) The necessity for selecting cards makes it more difficult for 
employees to “clock” in for each other. 

Care should be taken with the layout and design of the card in 

order that the information required may be speedily marshalled and 
so facilitate the work ahead. 
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2. Computation of Earnings. 

The cards, on being released from the card racks, would be handed 
to clerks to compute the hours worked for ordinary and overtime rates 
and the extensions at the appropriate rates made, together with the 
amount of unemployment relief tax. Operating methods will extend 
from the mental arithmetician to the ready reckoner, but we shall find 
the use of calculating machines on this important job becoming 
increasingly popular with office executives. It has the advantage of 
speed with accuracy—average wage calculations may be maintained 
continuously at 200-250 an hour. 

3. Preparation of Pay Roll, etc. 

It is in this phase of the work that modern front feed accounting 
machines have made the greatest contribution to efficiency. 

It is possible to compile, post and prove in one operation, what under 
ordinary conditions means four separate writings and various arith- 
metical operations. These are— 

1. Employee’s Earning Record. 

2. Employee’s Receipt. 

3. Employee’s Pay Envelope or Cheque. 
4. The Pay Roll. 

The Employee's Earnings Record would be opened for every indi- 
vidual employee and would be filed in departmental groups in con- 
venient trays. This record shows all necessary details, including 
authorised deductions, for reference purposes and provides the weekly 
figures of remuneration earned for both ordinary and overtime, as 
well as the progressive cumulative earnings, carrying on for the financial 
year. 

For Income Tax Returns, it is, therefore, necessary to list only the 
last total appearing on the Employee’s Card. 

Employee's Receipt—Where this is required, it may be produced 
to show in addition to the amount actually paid, the amount of total 
deductions, thus indicating the total amount earned. 

Employee's Pay Envelope-—This would contain the same informa- 
tion as the receipt, giving the employee a complete record of his 
earnings. In some instances, where payment is made by cheque, this 
may be typed in the usual way. 

Pay Roll.—This record contains all details showing— 

1. Ordinary ' 

2. sine Wages. 
Deductions. 

1. Tax. 

2. Hospital. 

3. Insurance. 

4. Federal Income Tax. 
5. Social Service. 

Nett amount paid. 

No. and name of employee. 
Occupation. 

The operation of compiling these records is as follows :— 

The clock cards, which have been extended, showing all earnings, would 
be handed to the accounting machine operator, who would select the 
earnings record sheet of the individual and feed it into the machine 
together with the envelope with receipt attached. The operator would 


post— 
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1. Amount of ordinary wage. 

2. Amount of overtime wage. 

3. Gross total as well as the progressive total to date automatically 
produced by the machine. 

4. Itemise in the respective columns the amounts to be deducted 
as authorised. 

5. Amount to be paid. (This figure is automatically provided by 
the machine and eliminates mental operation of computing. ) 

During this operation, the Pay Roll would be receiving, by carbon 
process, a copy of every entry made, at the same time accumulating 
and providing “Pay” totals under each departmental heading as may 
be required. 

At the end of this work, the various departmental totals would be 
summarised to provide the total pay and receive due certification and 
approval. 

As a result, the entire job has been completed within a set timetable, 
without causing the undesirable peak-loading on the pay day. 





A Short Account of Man’s Attempt to Give 
Expression by Words and Figures 


By L. Fitzpatrick, A.1.C.A. 


This subject is completely bound up with the history of the human 
race and is, therefore, one of profound and absorbing interest. 

We are told of bones, weapons, scratchings upon bone and rock, 
carved fragments of bone, and printings in caves and upon rock 
surfaces dating from 30,000 years ago or more. Much research work 
appears still to be necessary in piecing together the gradual advancement, 
but by 6,000 or 7,000 B.C. there existed quasi-civilised communities in 
various fertile regions of Asia and in the Nile Valley. Persia and 
Western Turkestan and South Arabia were more fertile than they are 
now, but lower Mesopotamia and Egypt, when the Euphrates and Tigris 
flowed by separate mouths into the Persian Gulf, appear to give first 
evidence of social organisation. 

These Sumerians, a brownish people, adopted an abbreviated method 
of pictorial record which changed to a condensed picture writing. 

In Sumeria the writing was performed by means of a stick on clay, 
while in Egypt men painted on walls and on papyrus reed (the first 
paper). Then there developed the idea of using pictures to indicate 
something similar to the thing actually represented. It was only a 
matter of time before there developed a method of alphabetical writing. 
This advancement was of great importance in the development of 
human societies as it enabled agreements, laws and commandments to 
be placed on record. 

Research indicated that these Sumerians were familiar with bills, 
receipts, notes, accounts and systems of measures. 

The Greeks devised the plan of having the first letter of the word 
illustrate the number, e.g., D (4) is derived from the Greek word 
“deka,” meaning “ten,” from which we obtain “decimal.” The Roman 
numeral system followed a similar principle. 

The Syrians and Hebrews used the twenty-two letters of their 
alphabet to represent numbers, but the Phoenicians had two methods, 
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either writing out numbers in words or using vertical marks for units 
and horizontal marks for tens. 

In the eighth century the Arabs abandoned the use of number words 
and adopted the Hindu system whereby number words were shortened 
to first letters. The Western Arabs improved still more upon this and 
evolved the Gubar numerals, from which our modern numerals are 
derived. 

Our system of placing numbers, so that 33 is read as thirty-three and 
not 3 plus 3, has its origin in the Hindu methods. 

The Babylonians wrote their numerals with pointed sticks on soft 
clay tablets, the marks made by the point of a stylus being like 
arrow-heads or wedges. Hence the numerals so written are called 
“cuneiform” numerals from the Latin “cuneus” (a wedge). The 
impression made by the other end of the stick formed a circle or 
crescent according to the pressure exerted and known as “curvilinear” 
numerals. It is interesting to note that when the Babylonians kept 
accounts the cuneiform numerals and curvilinear numerals were used 
to denote debits and credits respectively. 

A Babylonian tablet, more than 5000 years old, has been found to 
record payments made by draft and by clay check. 

Excavations near the Great Pyramids of Gizeh in Egypt have 
revealed ancient numerals painted on walls in which 1 is represented 
by a vertical line, 10 by a horseshoe, 100 by a corkscrew shape, 10,000 
by a pointing finger, 100,000 by a frog, and 1,000,000 by a man looking 
astonished. 

Approximately 4000 years ago Ahmes, the Moon-born, an Egyptian 
scribe, compiled a book on arithmetic, containing examples of linear 
equations, fractions and mensuration, while the use of red ink suggested 
correction by a teacher. This book was one of the possessions of the 
British Museum. 

The Egyptians were so accurate in their calculations that the 
architects who surveyed the base for the Great Pyramid of Gizeh, 
across a base over which they could not see completed their work with 
an error in the sides of only 1/27,000 part of a right angle. 

It is true that addition was the base of all figuring, and as trade 
grew systems for larger numbers were developed, one such system 
being the decimal system. The Babylonian system had 60 as its basis. 

The Israelites restricted their counting to low numbers, using addition 
to denote larger numbers. Hence, they spoke of the average age of 
man as three score years and ten. 

The Roman numeral system, said to have been inherited from the 
Etruscans, embodies the principle of subtraction. For instance, X 
means 10, C means 100, and if a letter is placed before another of 
greater value it is subtracted, but if it follows the larger one it is 
added. The Roman system indicates multiplication by horizontal and 
vertical bars. For example, XV _ is 15 x 1,000 = 15,000. Vertical bars 
at the side and a horizontal bar above denote multiplying by 100,000, 
e.g., [x] = 10x 100,000 = 1,000,000. 

The word “inch” is a relic of the Roman system in which the Romans 
clung to 12 as a basis of division of measures because it was easily 
divisible by 2, 3, 4 and 6. The foot was divided into twelfths, each 
part being called an “uncia,” which word was also used for the twelfth 
of a pound. By counting by twelfths, the Roman “duodecim” gives our 
“dozen.” 
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Every system of counting has its base or radix, ten being the most 
common. 

It was only to be expected that human inventive genius would 
endeavour to evolve a way of saving head work in the tedious process 
of figuring; the ancient Arabs and Romans being just as eager to find 
ways of saving time and labour as our present day inventors. 

Blackboards were devised, while early Greek bankers and Romans 
made an abacus of stone provided with grooves in which small stones 
called “calculi” moved up and down. The Chinese developed the 
modern abacus. The Chinese did their figuring on these, and kept their 
books with an ink brush. 

Prior to this, the Koreans and Japanese used “sangi” or number 
rods. These resemble the tally system in vogue in England from the 
time of William the Conqueror to Charles I]. When a man owed 
money, he would record the amount by cutting notches in a stick called 
a tally stick, which he would give to his creditor. Sometimes dishonest 
creditors would cut extra notches before presenting the tally stick for 
payment. This necessitated a change in procedure. Hence, after the 
notches were made, the tally was split down the middle. This meant 
that the notches on the creditor’s half then had to correspond with the 
notches on the debtor’s half. From this, there sprang the verb “to tally.” 

Up to the year 1543 the English Government kept records of 
transactions by the tally system. It is on record that for nearly three 
centuries after 1543 the basement of the House of Commons was 
cluttered with great accumulations of dry sticks. After due govern- 
mental deliberation it was decided to burn these sticks. Unfortunately 
the stove became overheated, and a fire broke out which burned down 
both the House of Commons and the House of Lords, which was 
adjacent. 

A mathematical wizard named Blaise Pascal, who was born in 
Clermont-Ferrand, France, in 1623, invented and built, when 19 years 
of age, a computing machine. This served as a starting point for every 
later development in mechanical calculation. 

Pascal concentrated on devising mechanism which would deal with 
problems in addition. The machine he invented gave results by the 
turning of a handle. He presented a model to the King and another 
to the Royal Chancellor. However, as every part had to be forged and 
finished by hand, the complete cost was prohibitive for general use. 
The automatic counter on a printing press, the cyclometer on a bicycle, 
and the speedometer on a car are adapted from the principle of Pascal’s 
machine. 

In England during the reign of Charles IJ, Samuel Morland made 
two machines, one of which he presented to his sovereign. One of 
these machines added and subtracted, and the other multiplied. The 
farmer was operated by turning wheels with a stylus or sharp pointed 
instrument. This was inserted into holes punched under the numbers 
engraved on the margin. But, despite Morland’s claims of not “charging 
the memory, disturbing the mind or exposing the operator to any 
uncertainty,” neither of the machines had any mechanism to handle the 
“carry forward.” If the operator added up a row of figures and the 
total came to 85, then the 8 had to be remembered, and added into the 
tens column by the operator. 

A century later, Charles Babbage nearly broke his heart trying to 
complete his “engine of differences,” to be used mainly in astronomy 
and navigation. Babbage earned fame for all time, because he was the 
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first to think of a device that fulfilled the prime condition of performing 
its calculation and recording the result without human error creeping 
in—a record was stamped on plates of copper or other suitable 
material. The government granted him £17,000 to build his calculation 
machine. After working on it for ten years, the grant was expended, 
as was a large part of his own fortune. He died a poor man with a 
more or less incomplete mass of complex mechanism to show for his 
work. This was taken over by King’s College, and now lies in King’s 
Museum. 

Many attempts were later made by inventors, the most outstanding 
being that of Thomas de Colmar, an Alsatian, who built a machine in 
1850. This machine was operated by gear wheels and pinions actuated 
by a crank. Many of its points can be observed in machines of to-day. 

In the nineteenth century, John Napier, a clever Scot, designed 
Napier’s Rod or Napier’s Bones, resembling a slide rule. It is interesting 
to note that Napier narrowly escaped burning for witchcraft on account 
of these bones. 

It was William Seward Burroughs, a bookkeeper, who invented and 
built the first practical adding machine for commercial use. Burroughs 
was born in Rochester, New York, in January, 1858, and at the age 
of 25 years he entered a bank in New York. He analysed his work, 
and came to the conclusion that about half his time was absorbed in 
guarding against error, and the remaining half was taken up in hunting 
for errors made. His motto was, “Accuracy is truth filed to a sharp 
point.” His drawings were made on metal plates, while he worked 
with hardened tools ground to a point, and only struck a centre and 
drew lines under a microscope. 

He exhibited his first machine in 1884, and took out a patent on a 
machine in 1888, being the first patent ever granted for a key-set 
recording and adding machine. 

Since then numerous adding, accounting, and calculating machines 
have found their way on to the market and have been adopted for 
commercial usage generally. 

The ever increasing needs of modern industry, the growing necessity 
for accurate costing, prompt returns properly analysed, have been 
clearly visualised by engineers and accountants. The accountants 
showed the engineers what they required, and the engineers showed 
the accountants how it might be done mechanically. 

It will be appreciated that mechanised accounting has to do with 
various products and specific patented processes. Therefore, it is 
almost impossible to confine the subject to generic terms, though every 
effort is made in that direction. 

Generally speaking, the types of machines in use may be classified 
into three main divisions :— 

(1) Figuring. 
(2) Writing. 
(3) Combination of (1) and (2). 
No. (1) may be subdivided into— 

(a) Adding. 
(b) Calculation. 
(c) Accounting. 

No. (2) may be subdivided into— 
(a) Typewriting. 

(b) Addressing. 
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(c) Duplication. 
(d) Protection. 
(e) Time keeping. 
(f) Dictating. 

As this article deals with the accounting side, the remarks will be 
confined to cash registers, adding machines and bookkeeping machines. 

The cash register is a common sight these days. Its flexibility of 
use is most useful. Organisations are able to produce instantaneous 
totals of each head of revenue each day, the sum of which balances 
with a master total. Where a bookkeeping machine has been installed, 
the various totals of the cash register can be used as checks on postings 
by the bookkeeping machine. 

The functions of the adding machine are :— 

(1) To list or write columns of figures, and 

(2) Automatically to accumulate these amounts to an accurate total. 

Subtraction, multiplication, and division are also performed in 
regular adding machines, but only as secondary functions. The type 
of adding machine equipment with full visible standard keyboard as 
invented by William Seward Burroughs has several rows of keys 
numbered vertically from 1 to 9. There is no “O” key because the 
machine prints ciphers automatically. The rows of keys are arranged 
to correspond with the column of ledger or other type of account book. 
The number of rows of keys usually determines the listing and adding 
capacity of the machine, but in some cases an extended adding capacity 
greater than the listing capacity is possible. 

The other most general type of adding machine has only ten numeral 
keys, i.e., one for each digit and one for “O,” and is generally referred 
to as a “ten-key machine.” “Straight” adding machines, i.e., machines 
that are used principally for listing and adding, giving the total and 
printing records of amounts, have many points in common, such as— 

(a) Numeral keys. 

(b) Handle or motor bar. 

(c) Sub-total key. 

(d) Total key. 

(e) Error key. 

(f£) Repeat key. 

(g) Non-add key. 

(h) A platen around which the paper feeds while the machine is 

operating. 

(i) Paper roll. 

If the work to be handled is a combination of adding and subtraction, 
the adding-subtracting machine is better suited to the job, subtraction 
being performed by merely operating a “minus” lever after the amount 
to be subtracted has been indexed on the keyboard. 

Then there is the “Duplex” adding machine, which gives individual 
totals for groups of figures, also a grand total of group totals without 
relisting. It also adds two sets of figures at the same time and 
furnishes separate totals of each. 

Other machines have “plus” and “minus” motor bars, so that they 
subtract as easily as they add. Their uses are many and obvious. 
Calculation machines may be described as mechanical devices that add, 
subtract, multiply and divide, and give results in visible dials located 
in front of the machines. Their origin is somewhat intermingled with 
the early attempt to invent an adding machine. In later years, the 
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distinction was made pronounced because machines, like men, have 
become specialised. 

In 1820, a Frenchman named Charles X. Thomas brought out a 
machine to simplify and speed up insurance calculations. 

In 1874, Frank Steven Baldwin developed a calculating machine. 
In 1900, Baldwin invented a computing machine, and in 1908 patented 
a recording calculator, which later led to the Monroe calculation 
machine. 

In 1886, Dorr E. Tilt, of Chicago, U.S.A., whittled out his first 
machine, and seven years later perfected a working model which has 
been referred to as the first practical mechanical calculator, and is 
known as the “comptometer.” 

The Marchant brothers developed their own machine. 

The Burroughs Adding Machine Company turned to the calculator 
field in 1909. 

The adding machine computes figuring problems and prints a 
record— 

(1) of all intermediate totals, and 

(2) of the final answer. 

In contrast to the adding machine, the calculator does not print 
either the steps or the answer to a problem. The result appears in the 
visible dials. Their main characteristics are summarised as— 

(1) Calculators may be used for addition, subtraction, multiplication 

and division (without recording the steps). 

(2) Reproduce answers on visible dials. 

(3) Fast in operation. 

Calculators are classified into two general groups, namely— 

(1) Key driven, 

(2) Crank operated. 

Just a few of their uses are :— 

(1) Figuring pay roll extensions and distributions. 

(2) Estimating. 

(3) Checking invoices. 

(4) Calculations. 

(5) Averaging. 

(6) Proving discounts. 

(7) Totalling and so on. 

(8) Figuring and totalling, job costs, etc. 

In every case to-day, where an officer or professional man realises 
that valuable time is spent in calculations that could be better or more 
economically performed by machines, it would seem but merely 
progressive further to investigate the application of a machine to the 
particular problem. 

Bookkeeping machines were the logical outcome of the earlier 
endeavours of inventors. There are many makes of these machines, 
some of which function in such a way that the recordings are in 
columnar form while others record in a columnar manner and/or in 
the listing style, that is, in a vertical manner. Generally speaking, they 
have a keyboard of figures and cértain letters, or a keyboard of figures 
and a full keyboard of letters. The machines are so designed as to 
record on various sizes of cards or ledger sheets to suit different 
rulings. By the use of carbon paper, the machine records copies of all 
entries struck, while in addition the totals of the different items may 
be recorded. 
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As a simple illustration we will take the case of the “A” Municipal 
Council, which has one card per rate assessment. With the bookkeeping 
machine, the ratepayer’s card, rate notice and record sheet may be 
compiled in one operation by the operator. 

The Valuer-General’s sheets are taken as the starting point, and 
rubber stamped in which stamp provision is made for the insertion of 
the necessary debit calculation. Prelisting of values and rates may be 
done first, and then the typing of the rate notices is done in runs made 
up of streets or other procedure, and balanced before proceeding further. 

As far as the machine itself is concerned, unless the wrong initial 
figure is inserted, the machine will indicate the existence of an error on 
the part of an operator. 

Credits are posted to the cards, and recorded also at the same time 
on the credit sheet retained for audit purposes. 

The bookkeeping machine is admirable where the Council has 
extensive costing work. 

An accurate record of accounts can be maintained with bookkeeping 
machines, and a much greater volume of work may be done in less 
time, and with a smaller staff than is the case otherwise. This, however, 
is not necessarily a maxim to be followed in all cases. 

Each Council’s work and that of any organisation must be considered 
separately before recommending a complete change over in methods. 
In the first place, the work must be there for the machine. If the 
organisation is only a small one, then the installation of a machine 
might result in the machine being idle for months in each year. For 
example, a Council with less than 5,000 rate assessments might not be 
acting in the best interests by installing all the machines referred to in 
this article, unless it had an electricity or other trading undertaking, 
or water accounts, or a large sanitary undertaking. But, where the 
work is, there should the machines be applied. 





The Development of Taxation 
By F. N. HILEs, A.1.c.A. 


Broadly speaking, the term “Taxation” is applied to the demand for 
the payment of a compulsory contribution from any person, private or 
corporate, under the authority of the public powers. 

The taboos of the Stone Age, perpetuated by our own Australian 
tribes, whereby the young men are compelled to hand over to the elders 
of the tribe certain specified portions of their kills, could possibly be 
brought within the ambit of this definition. Such a definition would also 
include fees and special charges for specific services which are not taxes 
in a general sense. The generally-accepted definition of a tax is “A com- 
pulsory contribution levied by the Government to defray the expenses 
incurred in conferring some common benefit in which all persons subject 
to the tax have a right to participate.” In Germany, however, a type 
of dual-purpose taxation has been evolved whereby one section of the 
community is taxed for the benefit of another section, both for the 
purpose of discouraging the one section and to encourage the other. 
An instance of this is the tax on bachelors and spinsters for the purpose 
of discouraging celibacy and to provide funds for marriage loans. 

Taxation in the narrower sense is of comparatively recent develop- 
ment. Under conditions of savagery such authority as is exercised by 
chiefs or leaders has a distinctly private rather than a public purpose. 
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In the stages of economic life immediately above savagery, where there 
is no public (as distinct from a private) purse, there can be no taxation 
as we know it. 

In early times and, to an extent, all through classic times, taxation was 
light. Ancient States received their revenues from wars, the conduct of 
State colonies and trading undertakings and the management of the 
State mines, forests and lands. Slaves did most of the labour and 
foreigners were compelled to pay heavily for protection. Officials were 
paid usually not by salaries but by fees, and hence they were of small 
expense to the State. 

Rome passed from a period of light taxation to one of 120 years 
(163-43 B.C.) when successful wars relieved her from the necessity for 
any taxes, to a period of heavy and increasing taxation. Towards the 
close of the Roman Empire the emperors’ revenues were issued by means 
of the Tributum (or land tax), Customs Duties (varying from one- 
fortieth to one-eighth of the value of the goods), Excise Duties on certain 
trades, and a tax on legacies and successions. It will be noticed that the 
taxation system of modern tifmes has, to some extent, been built on 
Roman foundations. 

In Japan and in most Asiatic and despotic countries, taxation took the 
form of services paid to the State, together with tithes paid on the land 
and in most countries farmed out to corrupt and merciless tithe 
collectors. This practice occurred in the later Roman Empire; it still 
existed in Turkey until quite recent times and may, in fact, still be the 
custom there. France, however, under Louis XIV, provides us with 
one of the worst examples of unjust taxation, unjust exemption of 
privileged classes and bad system of collection, the taxes being farmed 
out to private speculators. 

In the Middle Ages the concept of the State was that it belonged 
to the prince or sovereign. He retained large domains for his support 
and divided large areas among the barons for them to rule over (not 
toown). This privilege was paid for, as a rule, by bringing a contingent 
of troops for the king in time of war. These barons further subdivided 
the land, placing part of it under the control of knights, who were 
responsible to them for services, and the knights similarly distributed 
part of their lands among the serfs for them to live on and cultivate 
(but not to own). In this way there were practically no taxes, but 
each paid to his feudal superior a certain amount-of service. The other 
expenses of the king and greater barons were met out of conquest or 
the return from lands held directly for their own use. As the countries 
became more settled the barons preferred to stay at home and defend 
their own lands or to carry on their own wars, and so, instead of 
providing troops for the king, gave a commutation or money substitute. 
The kings were thus enabled to hire mercenaries and to make them- 
selves independent of the barons. This money payment became a tax, 
the next step being the extension of taxation to all classes. The lower 
classes were thus compelled to pay to their superiors and to the king also. 
Gradually the barons began to claim ownership of the land in fee simple 
and to retain what they were paid in service and later in money as rent, 
that which the king collected being tax. 

In addition to the land tax, there were also certain market dues, tolls 
for the use of roads, bridges and ferries, as well as customs duties. 

Direct taxes at this time were not paid by the freeman, as they were 
considered the badge of a servile position; hence when the king was 
compelled by necessity to ask even the freeman to contribute to some 
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common cause (such as, for example, the Turkish wars), these contri- 
butions were given a name such as “bedes” (from the German word 
meaning “donation”), which indicated their voluntary character. It 
was only after these donations had been called for so regularly that their 
payment became customary that it was possible to introduce any element 
of compulsion. The freeman did not escape indirect taxes which, by 
their nature, were levied with the intention that the payer should repay 
himself at the expense of another. 

The history of modern taxation is the history of the regulation and 
control of taxes by legislation. The earliest parliaments were called to 
vote taxes. According to Magna Charta (1215) 

“No scutage! or aid? shall be imposed on our realm save by the common 

council of our realm.” 
Following the abdication of James II, the Declaration of Rights (1689), 
calling William and Mary to the throne, declared that “levying money 
for the use of the Crown, by pretense or prerogative, without the grant 
of Parliament, for a longer time or in other manner than the same is or 
shall be granted, is illegal.” 

The pressing needs of the 17th century brought about the gradual 
formation of a regular tax system to replace the former one of customs 
duties and spasmodic levies. In 1692 not only was the land tax imposed 
but also a tax of 4/- in the £ on the 

“true yearly value of any estate in goods, wares, merchandise or other 

chattels of any estate whatsoever and also on the profits and salaries 
of all persons having any office of profit or employment except naval 
and military officers.” 
The method of assessment of this tax is not clear, but the return de- 
creased to a negligible amount. 

In 1799 Pitt re-introduced income tax, ten per cent. being levied on 
all incomes over £200, incomes under £60 being exempt and intermediate 
incomes taxed on a graduated scale. This tax was repealed in 1802 but 
re-enacted the following year, when the five schedules which are still in 
use were first introduced. The rate was 5% and the tax was collected 
at the source of income. This tax was discontinued after Waterloo, but 
was revived by Peel in 1842. Mention should here be made of the 
Salt Tax, which has existed in most countries for centuries and is still 
imposed in some. In order to be productive, indirect taxes must be levied 
on articles in common use, with the result that the poor are heavily 
burdened. Such a tax was the Salt Tax, which was finally repealed 
in England in 1825 after a struggle which lasted several years. Not long 
before the tax was repealed, salt was 15/- a bushel, equal to 30 or 40 
times the value of the article. 

The latest tax which has been adopted in England is the Purchase 
Tax, thus bringing England into line with over thirty countries which 
have adopted some form of sales tax in the past few years. Once 
adopted, this tax has in most cases been modified but rarely abolished. 

In the early days of the American Colonies there was small need for 
taxes. England asked for no assistance; there were few officials and 
few public expenses. Wars had not developed. Forfeitures, fees, fines 
and payments for land met all expenses. In later years, however, a 
poll tax was levied by almost all the colonies; in Virginia it was long 
the only tax, while Maryland had no other direct tax before the revolu- 
tion. Public officials were mainly supported by fees—Ministers for 

1. Land tax or commutation for feudal service. 


2. Contribution in case of King’s captivity, Knighthood of eldest son or marriage of 
eldest daughter. 
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christenings and burials; clerks by fees for issuing court papers and 
making records; sheriffs by fees for making arrests. Fines for violation 
of the laws, together with licences for the sale of liquors, for lawyers 
and for pedlars brought in considerable revenues. As expenses grew, 
lotteries became common. Fines were placed, for example, in Virginia 
on widows; in Maryland on bachelors over twenty-five, and in New 
York on wigs. Excise duties appear to have been levied in all the 
American Colonies on the manufacture of liquor. In Philadelphia the 
charter of 1701 gave no power to levy taxes, and generally taxation was 
a grudgingly recognised right. The attempts of England to tax, thus 
violating the principle of no taxation without representation, led to the 
Revolution. 

Towards the close of the 18th century the systems of taxation in the 
fifteen States were utterly discordant and irreconcilable in their original 
principles. 

In Australia, customs and excise duties were the mainstay of the 
Colonial Governments prior to Federation, but the Federal Government 
entered the field of taxation very strongly during the Great War. 
In 1914 deceased estates were taxed, in 1915 Federal Income Tax was 
imposed, in 1916 the Entertainments Tax, in 1917 the Wartime Profits 
Tax and in 1918 a War Postage Tax of 4d. a letter. 

In addition to the taxes mentioned in this article, the taxes imposed 
by local government authorities, known as rates, are important. It is 
not, however, the purpose of the writer to deal with these other than to 
state that such taxes are imposed under the authority of the Act of 
Parliament which created the local authority. 

There is no uniform system of taxation because historical conditions, 
the extent of civilisation and the temperament of the people all react on 
the character of taxation to produce as many systems as there are nations. 
It is, however, the aim of every well-meaning Government to comply 
with the four canons of taxation enunciated by Adam Smith in 1776— 


(1) Certainty as to the amount payable. 
(2) Equality of sacrifice. 

(3) Economy in collection. 

(4) Convenience of the contributor. 
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